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Congress Investigates 
“Short” Selling 


Practices 


Foreword 


Bors houses of Congress began, dur- 
ing the past session, serious efforts to determine the extent 
to which speculation on stock and commodity exchanges 
had to do with the fall in prices of these articles of trade 
and commerce and to work out legislation which, if pos- 
sible, will guard in the future against too sudden fluctua- 
tions in those prices. 


Popular interest in these efforts was centered chiefly 
on the investigation of the New York Stock Exchange 
by the Senate Committee on Banking and Currency, since 
that investigation opened up at a time when there was 
much discussion over general financial legislation which 
the Administration was advancing. 

Before the Senate Committee began its work, how- 
ever, two House Committees were well along with hear- 
ings on the same subject. The House Committee on the 
Judiciary had before it several bills for regulation of the 
stock exchanges of the country and on these bills hear- 
ings had been held. The House Committee on Agricul- 
ture had held hearings on bills to control operations of 
the grain and cotton exchanges and had reported a bill 
covering short selling. 

A moderate amount of attention had been paid to the 
activities of the House Committees only. But all of a 


sudden the Senate became active in such a manner as to 
make its action more or less spectacular. 

On December 14, 1931, Senator Daniel O. Hastings 
of Delaware, Republican, introduced a Senate resolution 
(S. Res. 84), for an investigation by a committee of the 
Senate, of the short selling practices of the New York 
Stock Exchange. This resolution was referred, in the 
regular procedure, to the Committee on Banking and 
Currency. This committee was extremely busy with the 
special financial legislation and the Hastings resolution 
was awaiting its turn for committee consideration. 

On March 3, the Committee on Banking and Currency 
reported the Hastings resolution with a number of amend- 
ments and on March 4 the Senate passed it without a 
dissenting vote. 

No action was taken by the Committee on Banking and 
Currency toward beginning the investigation until the 
first week in April, when reports came out that the com- 
mittee had received information that demanded prompt 
action. 

Accordingly, on April 8, the committee met and 
adopted a resolution to subpoena Richard W. Whitney, 
president of the New York Stock Exchange, to appear 
before the committee with a list of records which the 
committee set forth in its resolution. 

All that has ever been divulged by members of the 
Committee on Banking and Currency was that a letter 
had been received from New York informing the com- 
mittee that a concerted effort was about to be made to 
hammer down the price of securities on the stock market 
and that such an effort would have a disastrous effect on 
the Government’s efforts to bring the country out of the 
depression. At any rate, the committee considered this 
communication, which has never been made public, of 
suffica:nt importance to decide to begin its investigation 
at once. 

Mr. Whitney appeared before the committee with the 
records demanded and was followed by other important 
witnesses, including John J. Raskob, at that time chair- 
man of the Democratic National Committee. The com- 
mittee continued its investigations until June 23, when it 
adjourned to meet at the call of the chairman, Senator 
Peter Norbeck of South Dakota, Republican. A special 
subcommittee was appointed to direct the investigations, 
with Senator Norbeck as chairman and Senator John G. 
Townsend, Jr., of Delaware, Republican, and Senator 
Carter Glass of Virginia, Democrat, as the other members. 

Up to the time it suspended its investigations, the prin- 
cipal attention of the committee had been given to the 
question of short selling. The provisions of the Hastings 
resolution, as amended by the committee and adopted by 
the Senate, empower the committee, however, to into 
all phases of the handling of securities by the stock mar- 
kets and also into the methods by which securities are 
issued and floated. These phases will be taken up by the 
committee later. 

The Dicest in this number, therefore, confines itself 
to the question of Short Selling, the only phase of the 
question developed to any extent by the committees so far. 
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Legislation Against Short’ Selling 


at Home and Abroad 
1610 to 1917 


1610 


Ox February 24 Holland promulgated an ordinance pro- 
hibiting short selling as a result of speculation in the 
shares of the East India Company, but the law was not 
adhered to. 


1689 


Ox January 31 Holland, in a renewed effort to control 
speculation, passed an act placing a tax on profits realized 
by short sales. Both these laws were subsequently re- 
pealed. 


1697 


T ue British Parliament enacted a law against “stock job- 
bing.” This law provided for the licensing of brokers, 
confined their number to 100 and forbade them to deal 
for their own account. This act lapsed in 1707. 


1720 


T remenvovs speculation in the shares of the South Sea 
Company drove the stock of that concern from 325 to 
1,200 per share before the downward movement began. 
The shares finally fell to 86. The resultant crash is gen- 
erally referred to as “The South Sea Bubble.” 


1724 


Ox September 26 a Royal decree was issued in France, 
where the effects of the “Mississippi Bubble” were being 
felt, forbidding term dealings and providing that trans- 
actions in securities be limited to cases where the money 
or the securities were actually in hand. 


1733 


T ue British Parliament passed a bill introduced by Sir 
John Barnard entitled “An Act to prevent the infamous 
practice of stock jobbing,” its objects being to prevent 
contracts being made between two persons for the sale of 
stock without possession and transfer of the actual stock. 
On a test case, however, the British Courts ruled that this 
act applied only to English public stocks and not to foreign 
stocks nor to shares in companies. This act remained on 
the statute books until 1860. 


1785 


Ox August 7, a Royal decree was issued in France 
against futures selling of what one did not own. Experi- 
ence with this decree showed that means were found by 
brokers to evade its provisions. 


1792 


Tue coming of the French Revolution threw the French 
finances into confusion. All royal decrees were abolished 
including the one giving a monopoly to stock brokers 
holding royal licenses. After a period of inflated currency 
and freedom of speculation, public demand was made for 
the regulation of the Bourse or stock exchange. 


1802 


Tue Bourse was reestablished as a monopoly with 60 
agents licensed to deal in stocks, but with strict provisions 
concerning short sales. 


1812 


Tue New York Stock Exchange was merely an outdoor 
curb market, a vague sort of an association dealing prin- 
cipally in a few dank and insurance company stocks. The 
New York Legislature in that year, however, passed a law 
providing that all contracts for the sale of stocks were void 
unless the party contracting to sell was either in possess- 
ion of the certificates or be otherwise entitled to the stock 
in his own right or be duly authorized by a bona fide 
owner to sell the certificates contracted for. 


1824 


Tue decree of 1802, which had to a great extent been 
evaded, was tested in a famous suit between a broker and 
his client. The court held that if 2 broker did business 
for his client without first obtaining the full deposit of 
securities or money, the subsequent transaction was a 
gambling wager from which the claimant was absolved. 


1856 


Tue French Supreme Court removed the right of claim- 
ing a wager as provided in the decree of 1802 


1858 


T we London Stock Exchange, supported by banking in- 
terests, appealed to the House of Common by petition for 
the repeal of Sir John Barnard’s Act, the legislation com- 
ing to a final conclusion with the repeal of the act in 1860. 
The New York Legislature repealed the Act of 1812. 


1863 


A WAVE of active speculation in securities began on the 
London market. 


1864 


-A\s the result of currency inflation during the civil war, 


culation in gold on the New York Stock Ex- 


change, but was soon prohibited by the Exchange itself. 
A Gold Exchange was formed in New York, where gold 
was bought and sold as a commedity, which caused a 
rapid rise in the price of gold. 


On June 17 Congress passed an act prohibiting the sale 
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of gold unless the seller had it and delivered it the next 
day; the purchase of sale of foreign exchange to be de- 
livered more than ten days after the transaction; and the 
loan of greenbacks to be repaid in coin or bullion or vice 
versa. 

Gold continued to rise in spite of this law and it was 
promptly repealed on July 2. 


1867 


Tue panic of 1866 resulted in the passage by Parlia- 
ment of “The Leeman’s Act” designed to prevent short 
selling by requiring that all contracts for sale or purchase 
of bank shares, save those of the Bank of England and 
the Bank of Ireland, must set forth the numbers of the 
shares or the name of the registered prorrietor. 


1878 


A ROYAL COMMISSION, investigating the status and 
practices of the London Stock Exchange reported that the 
poor assets of the banks and not short selling had been 
the cause of the failures of 1866. The Leeman’s Act is 
still on the British statute books but is not invoked, since 
the dealing of bank stocks under present conditions is 
usually for cash and the amount of bank stock on the 
market is not of sufficient volume to affect the general 
conditions involving trading in securities. 


1885 


Ox March 28, as the result of the growth and develop- 
ment over a period of years of the Paris Curb Market, 
or “Coulisse,” a law was enacted by the French Govern- 
ment recognizing all term dealings as legal. 


1892 


Tue Hatch “anti-option” bill, aimed at shortselling was 
introduced and debated in Congress, but did not come to 
a final vote. 


1893 


ls February the Imperial Chancellor of Germany ap- 
pointed a commission of 23 members to investigate the 
exchanges of Germany most of which dealt in both com- 
modities and securities. This came as the result of an 
era of speculation followed by a depression. The recom- 
mendations of this commission were not drastic enough 
to suit the agrarian representatives in the Reichstag, whose 
constitutents had suffered from the low prices of farm 
products and a movement was begun for drastic legisla- 
tion against short selling. 


1896 


Tue Reichstag passed a law, effective January 1, 1897, 
which prohibited dealings on the Boerse in futures in 
grain and flour and in mining and industrial shares and 
providing for a public stock exchange register in which 
should be kept the names of all speculators. A failure to 
register rendered a speculator’s transaction illegal as a 
waver. 

‘So evade this law, brokers held meetings outside the 
Boerse, but their transactions were held illegal by the 
courts. General confusion resulted and seven years after 
the law went into effect bills began to appear in the Reich- 
stag for its amendment. 





1898 


Tue Paris Bourse was reorganized and short selling was 
permitted. The governing body of the Bourse, however, 
has the power, in the event a panicky movement develops, 
of forbidding its members to sell securities unless they 
possess the securities to deliver or unless they are liquida- 
ting a buying position. 

On June 18, the U. S. Congress passed an Act creating 
an Industrial Commission composed of five Senators, five 
Representatives and nine leading citizens, which in- 
vestigated among other matters, speculation in grain com- 
— and reported against legislation to prohibit short 
selling. 


1904 


Tue First amendment to the Boerse law was passed by 
the Reichstag, followed by several other amendments up 
to 1911, which finally nullified the law. 

The German experiment is considered the most com- 
plete example of modern times of an effort to reach short 
selling exchange operations by Government legislation. 


1913 


Ox February 28 the U. S. House of Representatives 
adopted a resolution for the appointment of a select com- 
mittee “To investigate the concentration of control of 
money and credit.” The chairman of this committee was 
Representative Arsene Pujo of Louisiana and the com- 
mittee report is universally referred to as “the Pujo Re- 
port.” 
This report, together with the printed hearings of the 
committee, is considered to be one of the most complete 
studies of its kind. In its conclusions, the committee 
recommended a curb on stock speculation but found thet 
“there seems no greater reason for prohibiting specula- 
tion by selling securities in the expectation of buying 
them back at a lower price than by way of purchasing 
them in the expectation of at once reselling at higher 
prices.” 

Congress did not act on the report of the Pujo Com- 
mittee. 


1914 


Is February and March the Senate Committee on Bank 
ing and Currency held hearings on the bill of Senator 
Owen of Oklahoma for the regulation of the New York 
Stock Exchange, but did not report the bill. Short selling 
was discussed at these hearings. 


1917 


Ix January and February the House Committee on Rules 
held hearings on a House resolution for the appointment 
of a special committee to investigate charges made by 
Thomas W. Lawson concerning stock market manipula- 
tions and the alleged divulgence of one of President Wil- 
son’s notes to the Belligerent Powers. Short selling was 
discussed but the special committee reported that its con- 
sideration was not within the scope of the committee’s 
duty. 

1921-1929 


lx the consideration of banking and other financial legis- 
lation during this period discussions of short selling oc- 
casionally cropped up, but did not receive serious notice. 
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Seveniy-second Congress 
Conducts “Short’’ Selling 


Investigations 


Turee Congressional Committees 
were engaged during the past session of Congress in con- 
sidering legislation aimed at the abolition or control of 
short selling on security and commodity exchanges. 

On January 18 the House Committee on Agriculture 
began hearings on various bills aimed at the short sellir 
practices of the grain and cotton exchanges. These hear- 
ings continued until February 29, following which the 
committee reported a bill introduced by its chairman, 
Representative Marvin Jones, Texas, D. 

On February 15 the House Committee on the Judiciary 
began hearings on bills aimed at short selling of securities 
on stock markets. These hearings continued until March 
5 when they were suspended, subject to further notice by 
the chairman. The committee did not report a bill. 

The principal bills before the Judiciary Committee are: 
H. R. 4, by Representative LaGuardia, New York, 
Republican; H. R. 4638 and H. R. 4639, by Representa- 
tive Adolph Sabath, Illinois, Democrat, and H. R. 4604, 
by Representative M. Clyde Kelly, Pennsylvania, Republi- 
can. 

On April 11 the Senate Committee on Banking and 
Currency began hearings on the practices of the New York 
Stock Exchange. These hearings were contiuued until 
June 23, when they were suspended subject to resumption 
at the call of the chairman. This investigation was begun 
pursuant to Senate Resolution 84, adopted by the Senate 
on March 4. In its original form, as introduced by Sena- 
tor Hastings, Delaware, Republican, t ‘s resolution pro- 
vided merely for an investigation of short selling, but it 
was broadened by amendment to cover a general investiga- 
tion of the financial operations of Wall Street. 


The House Committee on Agriculture 


Reports a Commodity “Short” Selling Bill 


Tue Committee on Agriculture, to 
whom was referred the bill (H. R. 12287) to remove 
certain burdens on interstate commerce in icultural 
commodities by providing means of limiting and prohibit- 
ing short selling in such commodities, and for other pur- 
poses, having considered the same, report thereon with 
a recommendation that it be passed. 

The bill, if enacted into law, will accomplish the fol- 
lowing purposes : 

1. Make the provisions of the present grain futures 
act applicable to cotton and rice in addition to the com- 
modities now covered, thus combining the cotton and 





grain administrations and eliminating one as unnecessary. 


2. Authorize the committee described in section 6 of 
the act (Secretary of Agriculture, Secretary of Com- 
merce, and Attorney General) (a) to fix a short-selling 
limit beyond which it shall be unlawful for any person 
to sell short the commodities named, (b) to prohibit short 
selling entirely if it finds that a limit on short selling is 
ineffective. 

3. Prohibit sales for future delivery in United States 
markets by foreign interests beyond the short-selling 
limit, except to hedge commodities owned by them in the 
United States. 

4. Make it unlawful to cheat or defraud any person in 
connection with the sales of commodities for future de- 
livery, or for board of trade members, or their corre- 
spondents, agents, or employees to bucket customers’ or- 
ders, or to take such orders into their own accourts with- 
out the customers’ knowledge and consent. 


5. Make it unlawful to make transactions known as 
“wash sales,” “cross trades,” “fictitious sales,” or trans- 
actions which may be used to cause prices to be reported, 
registered, or recorded, which are not true and bona fide 
prices. 

6. Make it unlawful to carry on dealings in privileges, 
indemnities, bids, offers, puts and calls, etc. 

7. Require the Secretary of Agriculture to make public 
the names of persons found guilty of violating certain 
provisions of the law. 


The grain futures act of 1922 gives the Secretary of 
Agriculture somewhat limited authority to supervise trad- 
ing in grain for future delivery on boards of trade and 
grain exchanges in the United States. The principies 
involved in future trading in cotton and in grain are iden- 
tical. The volume of speculation and short selling in cot- 
ton for future delivery is relatively as large as in wheat. 
The same abuses to which the wheat markets are subject 
are found in cotton. It is desirable, therefore, so to 
amend the grain futures act as to have its provisions 
apply with equal effect to cotton. 

An important purpose of the bill is to provide a prac- 
tical and effective means of limiting the amount cf short 
selling that may be done in cotton and grain futures when 
it is found that such short selling is burdening interstate 
commerce and is causing sudden or unreasonab. ~ice 
fluctuations in the price of commodities dealt in ioc :u- 
ture delivery. The bill does not prohibit short selling, 
although it vests in the commission power to prohibit 
short selling entirely when it finds that limitations are 
ineffective. 

Opposition to the bill in the form in which it first came 
before the committee developed mainly on the power 
vested in the Secretary of iculture to fix a short- 
selling limit and to prohibit short selling entirely when 
found necessary. It was contended that this was too 
much power to place in the hands of any one person. 
This objection is met in the present bill, which gives 
this power to the commission named ir: the grain futures 
act instead of the Secretary of Agriculture. Since the 
exchanges themselves have authority to limit or prohibit 
short selling, but have not the will to exercise it, it would 





seem that so long as these markets are to be regarded 
as public markets there can be no objection to lodging 
the same power in a tribunal such as that provided for. 
The records of the past few years provide ample evidence 
that further control over speculative activity in the com- 
modities markets is urgently necessary. 

The limitations authorized do not apply to speculative 
buying nor is there anything in the bill which will affect 
or interfere in any way with the legitimate functions of 
a futures market. Dealers in grain and cotton, as well 
as millers and spinners, are free to hedge their risks, and 
may sell futures against their commitments without limi- 
tation. 

The bill prohibits the selling of futures in United 
States markets by foreign interests above the short-selling 
limit, unless such selling involves the hedging of com- 
modities owned by them within the United States. This 
will not prevent buying in our markets, nor will it pre- 
vent foreign interests from engaging in necessary hedg- 
ing transactions in connection with the exportations of 
commodities from the United States. 

Aside from dealing with the question of short selling, 
which at this time is so vital to protect the interests of 
cotton and grain producers, the bill strengthens the pres- 
ent grain futures act in certain particulars. A new sec- 
tion, 4b, added to the present grain futures act, makes 
it unlawful for any member of a board oi trade or any 
correspondent, agent, or employee of any member, to 
cheat or defraud any person in connection with the han- 
dling of an order or in the making of any contract of 
sale for future delivery made for or on behalf of such 
person. The same section makes it unlawful for any 
member of a board of trade or exchange, or any corre- 
spondent, agent, or employee of such member to bucket 
customers’ orders or to take customers’ orders into his 
own account or to have any interest therein, except as 
commission merchant or broker, unless such interest is 
acquired with the prior knowledge and consent of the 
customer. 

While, according to some who testified before the com- 
mittee, cheating and fraud are matters more properly 
dealt with by State laws, and are so dealt with, the fact 
remains that those who trade in the futures markets are 
in no position to obtain the necessary evidence with which 
to proceed against unscrupulous dealers. They are not 
even in a position always to know the extent to which 
they have been cheated by dishonest brokers and com- 
mission firms. So long as these markets are to be re- 
garded as public markets and so long as they operate 
under the apparent supervision of the Federal Govern- 
ment, it seems proper that such supervision should pro- 
tect the rights of customers as fully as possible. 

New section 4c prohibits transactions known in the 
trade as “wash sales,” “cross trades,” “accommodation 
trades,” “office trades,” or “fictitious sales.” All trans- 
actions which are or may be used to cause prices to be 
reported or registered which are not true and bona fide 
prices are prohibited. Transactions involving the ex- 
change of cash commodities for futures in accordance 
with exchange rules applying to such ex are ex- 
empted, even though they take the form of office trades, 
it being understood that the exchange of cash commodi- 
ties for futures is a common and necessary practice. 

Trading in privileges, indemnities, bids, and offers is 
also prohibited. Privilege trades are generally regarded 
as gambling transactions. They are objectionable also be- 


cause they burden interstate commerce in that they lend 
themselves to improper uses by professional speculators 
and short sellers. 

Privilege trading was intended to be prohibited by the 
future trading act of 1921. This law, in the main, was 
held to be unconstitutional as an improper exercise of 
the taxing power of Congress. (Hill v. Wallace, 259 
U.S. 44.) The grain futures act, based upon the com- 
merce powers of Congress, was enacted immediately 
thereafter and its constitutionality was sustained by the 
United States Supreme Court April 16, 1923. (Board 
of Trade v. Olsen, 262 U. S. 1.) However, the future 
trading act in its application to privilege trading was not 
tested until in 1926, when this question was determined 
on the same ground as Hill v. Wallace, namely, an im- 
proper use of the taxing power. (Trusler v. Crooks, 269 
U. S. 478.) From 1921 until 1926, when the Trusler 
case was decided, privilege trading was not permitted on 
any of the grain exchanges, and when the grain futures 
act became a law September 21, 1922, privilege trading 
was presumably outlawed by the future trading act. The 
provisions of the present bill, therefore, merely carry out 
the intent of Congress as expressed in the future trading 
act and as it unquestionably would have been expressed 
in the grain futures act, except for the conditions de- 
scribed. 

Early passage of this bill is urged in order to control 
the short-selling operations of large speculators and rid 
the markets of other questionable practices operating to 
the disadvantage of producers of grain and cotton. 


Text of the Hastings Resolution, S$. 84 — 


Resolved, That the Committee on Banking and Cur- 
rency, or any duly authorized subcommittee thereof, is 
authorized and directed (1) to make a thorough and com- 
plete investigation of the practices with respect to the 
buying and selling and the borrowing and lendiug of 
listed securities upon the various stock exchanges, the 
values of such securities, and the effect of such practices 
upon interstate and foreign commerce, upon the opera- 
tion of the national banking system and the Federal re- 
serve system, and upon the market for securities of the 
United States Government, and the desirability of the 
exercise of the taxing power of the United States with 
respect to any such securities; and (2) to report to the 
Senate as soon as practicable the results of such inves- 
tigation and, if in its judgment such practices should be 
regulated, to submit with such report its recommenda- 
tions for the necessary remedial legislation. 

For the purposes of this resolution the committee, or 
any duly authorized subcommittee thereof, is authorized 
to hold such hearings, to sit and act at such times and 
places during the first session of the Seventy-second Con- 
gress, to employ such experts, and clerical, stenographic, 
and other assistants, to require by subpoena or otherwise 
the attendance of such witnesses and the production of 
such books, papers, and documents, to administer such 
oaths, and to take such testimony and to make such ex- 
penditures, as it deems advisable. The cost of steno- 
graphic services to report such hearings shall not be in 
excess of 25 cents per hundred words. The expenses of 
the committee, which shall not exceed $50,000, shall be 
paid from the contingent fund of the Senate upon 
vouchers approved by the chairman of the committee. 
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PRO 


Adolph J. Sabath 


U. S. Representative, Illinois, Dem. 


Suort selling is not a new question 
with me. I have been opposing it for more than two 
decades. However, it was not until 1929, when condi- 
tions appeared timely for a gigantic social and economic 
upheaval, that I began to attack this practice in earnest. 
I have been through several panics and crises and was 
acquainted with the conditions leading up to them as well 
as the part played by the short sellers. We look with 
horror upon the ghouls who slink about under the cover 
of darkness to rob the dead. Yet, these men under a 
cloak of respectability move about spreading false ru- 
mors, preying upon the fears and shortcomings of men, 
and breaking down the confidence of the people in our 
industry, our institutions, and our Government. And yet 
nothing is done about it. Some day posterity will look 
upon the stock exchange manipulations and practices of 
1928-1932 as the greatest crime committed upon the peo- 
ple of the Nation, and will hold those who had the power 
to stop these practices responsible for the great catas- 
trophe that has occurred. 


The wealth of the Nation, due to the manipulations 
in stocks, has been reduced by nearly one hundred and 
fifty billions of dollars; the stocks which are listed or the 
New York Stock Exchange and other exchanges are 
worth only 20 cents on the dollar; and although their 
former value was about $170,000,000,000, today it is 
about $32,000,000,000. And when we take into con- 
sideration that in this terrific crash over 20,000,000 of 
our people have been imposed upon and made nearly 
penniless, then you will agree with me, I know, that we 
have permitted conditions to exist which should have been 
prohibited long ago. 


In November, 1929, when I saw what was going on, 
I wired the President, asking him to stop this abuse. 
I also sent telegrams to the chairman of the Federal Re- 
serve Board, the Secretary of the Treasury, and the presi- 
dents of the stock exchanges. 


And a few days afterward, the officials of the New 
York Stock Exchange issued the so-called “question- 
naire,” requesting brokerage houses to make reports of 
the short sales. Of course, you know that the market 
immediately righted itself, and that it went along that 
way for two weeks until the officials saw fit to rescind the 
ruling ; and then again the crash continued. 


At that time the officials claimed that they did not 
know of any short selling, but the professional short sell- 
ing began early in the fall of 1929, when all of the in- 
siders, namely, the officials and directors of large corpora- 
tions, who were aware of real conditions, were selling 
“against the box.” There is no question that thousands 
upon thousands of shares were sold in this obviously un- 
fair and unjust raanner, 

Now, to my mind the action of these officials and direc- 
tors was not only unfair and unjust but criminal; it was 


like playing with the working people, who were asked to 
invest and did invest their funds, with loaded dice. 
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And they had the President and Mr. Mellon and others 
tell the people to come in and buy stocks—that stocks 
were cheap and would go higher; that is, while they 
themselves were selling—thus obtaining money from mil- 
lions of American citizens under false pretenses. And 
I am satisfied that if these individuals were brought be- 
fore any unbiased judge and this evidence submitted, the 
court would be obliged to find them guilty of a crime. 
Why, we convict people every day for obtaining a few 
hundred dollars on false pretenses. But here we have 
thousands of cases where the American people have been 
mulcted out of billions of billions of dollars, and no one 
has been convicted. 


You have heard them say so often that short selling 
“acts as a cushion.” The trouble with us is that so many 
Members of the House are so busily engaged with their 
manifold duties that they are misled about these things. 

Mr. Whitney, able man that he undoubtedly is, must 
hoid the people of the Nation in contempt by submitting 
figures purporting to show that the total short interesi at 
any one time was insignificant when compared with the 
total aomunt of shares outstanding and by expecting them 
to draw the only inference—that short selling is of no 
consequence. I believe he said that at the height of the 
panic the ratio between the amount of shares sold short 
and the total amount listed was about one-eighth of 1 per 
cent. But why Mr. Whitney has chosen to compare the 
number of shares sold short with the total amount is 
indeed difficult to understanc. Certainly it would be more 
a manifestation of common sense to compare the total 
short sales with the floating supply, or, of infinitely 
greater value and import, the total short sales with the 
total long sales on any given day. And again, assuming 
that only 4,000,000 shares had been sold short at any 
given time, certainly it is plain that the short sellers would 
not be so foolish as to spread their shot over the entire 
list of securities, many of which are seldom traded in 
during the year. The truth is that “bull” and “bear” 
operations are concentrated on a few pivotal and volatile 
securities which are pushed up and down at will. The 
rest follow naturally enough. 

Every short sale is made with the deliberate intent of 
destroying whatever commodity or stock that the short 
seller may sell. A short seller is not a producer. A short 
seller is a destructive individual; he is trying to destroy 
a thing that another man owns or produces. And I can 
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Richard Whitney, 


President, New York Stock Exchange 


Ler me make clear the mechanics of 
a short sale on the stock exchange. If a person orders 
his broker to sell 100 shares of a stock short, the order 
is transmitted to the floor of the exchange and is executed 
in the same way as any other selling order. In fact, the 
broker who buys the stock is not aware he is purchasing 
from a short seller. Until recently when the exchange 
directed that all selling orders be marked so as to show 
whether they were for long or short account, it often 
happened that the selling broker did not know whether 
his customer was making a long or a short sale. This 
was due to the fact that until the time for the delivery 
of the stock the customer did not have to disclose whether 
he would deliver his own securities or wished his broker 
to borrow securities for the purpose of completing the 
contract. 


In the vast majority of shert sales the customer asks 
his broker to borrow the stock for him and to deliver 
it against the sales contract. The brokers borrow stock 
from persons who either own it outright or hold it on 
margin. For convenience, the brokers who desire to lend 
or borrow stock meet on the exchange immediately after 
the close of the market and, depending upon the relative 
supply and demand, a price is fixed for the lending trans- 
action. This price may consist in an interest differential 
or in an actual premium over and above all interest. 
Assuming, for the sake of illustration, that a stock is 
lending at a small premium, say, a one-sixteenth, the 
broker who borrows agrees to pay the lender as com- 
pensation for the loan $6.25 per day for each 100 shares 
of stock borrowed. In addition, he must secure his bor- 
rowing by depositing with the lending broker the full 
market value of the stock borrowed. 

As I have already pointed out, the borrowing of stock 
is therefore the counterpart of the borrowing of money 
against collateral security. In one case money is bor- 
rowed and the obligation is secured by stock, the com- 
pensation of the lender being fixed at some rate of inter- 
est on the amount loaned. In the other case, the lender 
of the stock is secured by the deposit of its market value 
in cash and his compensation is determined by the amount 
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of the premium which the borrower agrees to pay for 
the loan. Both transactions necessarily involve credit and 
I personally, can not see why it is wrong for a man to 
borrow stock if the borrowing of money is permitted. 

You may well ask at this point why the owners of stock 
are willing to lend to short sellers when the latter can 
make a profit only by a decline in value which would be 
contrary to the interest of the lenders. The answer is 
simple. The compensation which short sellers pay for 
the loan is sufficient to induce lenders to engage in the 
transaction. Furthermore, this willingness to lend stock 
is not solely due to a desire for immediate return, but is 
based, in part at least, upon the knowledge of many hard- 
headed owners of securities that the value of their prop- 
erty depends upon the existence of a market. They ap- 
preciate that by facilitating the market for securities they 
are, in fact, protecting the liquidity and value of their 
property. 

= am aware many people believe that the only stock 
available for loans belongs to margin customers and that 
brokers force their customers to agree that stocks can 
be loaned in order to furnish a supply of securities for 
short sellers. In fact, Mr. William R. Perkins has said 
that the short seller sells what he does not own and makes 
delivery from the “floating supply” of shares created by 
the exchanges for that purpose through the requirement 
that members may lend to short sellers all the shares car- 
ried on margin for customers. 

That statement, in so far as it accuses the exchange of 
requiring the loan of long stock is wholly untrue. The 
exchange has no such requiremen:. On the contrary, it 
has always held that brokers have no right to lend stock 
belonging to margin customers without express permis- 
sion. This permission is revocable, so that even if it is 
once given, it can be revoked at any time. 

I mention this matter specifically because misstatements 
in regard to the lending of margin stock have become 
more and more frequent. The governing committee of 
the exchange, realizing that the popular misconception 
had grown so great as to disturb even many intelligent 
persons, recently decided to make its position in regard 
to the lending of stocks absoluiely clear. It, therefore, 
ruled that the consent of customers to the lending of 
stocks could not be incorporated in the usual form of 
agreement which customers sign when they open broker- 
age accounts. It required that tnese consents be incor- 
porated in separate documents so that customers would 
clearly understand the nature of the power they were 
vesting in their brokers. This resolutian emphasized by 
the fact that such consents were: revocable and authorized 
the committee on business conduct, in its discretion, to 
require members of the exchange to remind their cus- 
tomers of their right of revocation at r-asonable intervals. 

To return to my subject, a short sale is executed, as 
I have said, in the same manner as any other sale. The 
stock which is to be delivered on tae contract is borrowed 
and when the day for delivery comes the original contract 
is completed by the actual delivery of the borrowed stock. 
The market value is deposited with the lending broker 
and the transaction is then complete, save only for the 
deposit of margin with the selling broker. Short sales, 

Continued on page 297 


I BEET ESET 





NBN pacer nee 





PRO 


Sabath Cont'd 


hardly gr-sp the thought that we should have permitted 
such practices for so many years. 

No short seller ever has the interest of a particular 
commodity or stock in mind. His mind is occupied with 
the question, How much money can I make on that par- 
ticular deal? His aim is to make money. And he sells 
short, not to equalize the prices, not to adjust the condi- 
tions, but to make money. 

This is not business, but a destructive practice ; because 
anyone, any child, any fool can destroy; but it takes a 
man of ability to help to build up, to erect a structure. 

I have no excuse for, and am ready to condemn, these 
men who willfully and deliberately inflated values of the 
stocks and concede that they are just as guilty—in fact, 
they made possible the evil practices of these men today. 
But permit me to say that they are the same men who 
today one will find selling short; that they were the 
“bulls” in 1928 and 1929; and that they were bankers 
and officers of banks and corporations. They are men 
who stand high in our communities. They go to church 
on Sundays and give little donations here and there to 
the poor. They are the men who have accumulated mil- 
lions upon millions of dollars at the expense of thousands 
of widows and dependents who are today homeless and 
penniless. 

I say that those men who caused the criminal inflation 
and who are destroying today should be publicly censured 
and restricted in their activities. And I am trying, if in 
any way possible, to restrain them in their infamous 
operations. 


I am not opposed to legitimate sales, and there is no 
question that a great number of sales made are legitimate. 
But is it necessary to sell a certain stock ten times every 
month, or three times a day? Is it necessary to turn over 
the total stock issued by a company every four days— 
as was the case in the J. I. Case stock in 1931? That is 
gambling. I do not object to a legitimate stock exchange 
or market place; but do we need to have three or four 
or five million shares, or ten million shares, of stock sold 
ina day? That is a professional market. 


I want a man who owns stock to have a chance and an 
opportunity to sell it at the market—not an artificial and 
criminally manipulated market, but a legitimate market. 


Now, I have something here that might interest you in 
connection with that; and I ask you whether you think 
it is necessary to sell millions of shares of stock every 
day to create a legitimate market? 

I have here a statement from a gentleman named A. V. 
Shaw ; he states: 

The entire common capitalization of a well-known com- 
pany listed on the New York Stock Exchange was sold 
94 times on the stock exchange in two years, in 1930 and 
1931. The commissions alone on this turnover amounted 
to over $8,000,000, or more than the entire issue was 
worth at the close of 193i. 

Now, do you think these were all legitimate sales? No 
one is gullible enough to believe that they were. This 
was a clear-cut case of gambling, nothing else but dis- 


honest gambling. And that is what I am trying to stop. 

I will tell you why these gentlemen of the stock ex- 
change are so much interested in maintaining a free and 
open market, as they choose to call it. It is not so much 
because they are interested in providing a ready market 
for securities, but rather because they are interested in 
continuing the activity that such a market represents. 
A free and open market means activity and activity means 
business in the form of commissions and loans. Do you 
know that in 1929 the brokers’ commissions and interest 
charges on loans amounted to $959,000,600? That sum, 
I believe, speaks for itself, and no expression of solici- 
tude for the customer can efface the significance of this 
figure. 

There was nothing to prevent short selling in 1927, 
1928, and 1929. Why did not short selling do then what 
is claimed for it now? The answer is simple. The indiv- 
uals who really determine the trend of the market and 
who are now “bears” were then “bulls.” They were no 
more intertsted in equalizing prices or stabilizing the mar- 
ket than they are now as “bears.” Ask the sraall short 
sellers who in 1928 and early in 1929 sold short in the 
belief that stock prices were too high—which in fact they 
were, selling in many instances more than five to ten 
times their value—what happened when they went against 
the trend of the market. You will find without a doubt 
that nearly all of them were thoroughly beaten and cuffed 
around. Ask them whether their sad experiences have 
taught them anything. I am confident that they will say, 
“Do not trade against the trend of the market,” or, to 
put it more correctly, “Do not trade against the trend 
created by the big operators.” 

The exchange, says Mr. Whitney, regulates all pos- 
sible wrongdoing. Of course, it is difficult to understand 
just exactly what Mr. Whitney means, for he has a de- 
lightful way of being ambiguous. Oh, I have no doubt 
that when there is an apparent irregularity on the part of 
some member or brokerage house, for example, when 
some widow is swindled out of a life savings, heroic 
measures are used to punish the offenders. However, 
when cases of irregularities or wrongdoing are not so 
apparent—and I should say that a majority of the irregu- 
larities are of this nature—little is heard of punishment 
meted out, if any at all. Take, for instance, this ques- 
tion of “bear raiding.” 


In his broadcasts Mr. Whitney was profuse in his 
statements that the exchange, while opposed to any re- 
striction on short selling, is doing everything in its power 
to prevent “bear raiding.” Yet, when he was asked how 
many individuals were punished by the exchange for 
“bear raiding” in the last two years, he made the startling 
statement that, although there had been many alleged 
instances of this practice, the committee on conduct could 
find no evidence of a single violation of the rules of the 
exchange in this regard and therefore that no one had 
been punished. 

Frankly, I am more interested in action than I am in 
profuse expressions of action. But I find it difficult to 
understand how it is, in the light of what has happened 
in the last two years, that this committee on conduct can 
find no evidence of this practice. Yet day after day 
editorialists and reputable cial writers inveigh against 
this vicious practice, and yet there is no “bear raiding.” 
It is, of course, quite possible that there has been, and is, 
some measure of overstatement in these newspaper re- 
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like long purchases, must be margined. The amount of 
margin varies from time to time. Smaller margins may 
be sufficient in times of stability, while larger margins 
are necessary and required in periods of uncertainty or 
of great speculative activity. The amount of margin 
now required on short sales is substantial, and almost 
equal to the highest margin required on long stock during 
the bull market of 1929. 

Short seiling has been a regular feature of all organ- 
ized security markets from time immemorial. Security 
markets are created by the desire of people to invest and 
speculate, and speculation necessarily includes speculation 
for rising prices as well as speculation for declining 
prices. I realize that many people betieve that the short 
seller, because he believes prices will decline, is purely a 
destructive influence and, therefore, an evil. This simple 
conclusion fails to take cognizance of the essential part 
which the short seller plays in maintaining an equilibrium 
for prices. If everybody was solely interested in seeing 
stocks rise, the upward tendency would continue until a 
fantastically high level of prices was reached and then 
suddenly there would be no prrchasers whatsoever. As 
a result, the market would fall precipitately from high to 
extremely low levels and there would be no transactions 
on the descending scale. The economic function of short 
sellers in a market for securities is to provide buying 
power even when prices are declining. Short selling may 
also tend to prevent prices going to absurd heights during 
periods of inflation. Economists agree as to the neces- 
sury and useful function of short selling, but when prices 
ave declining it is extremely difficult to convince people 
that these students of economics are right. Since 1929 
many of our people have been so influenced by their 
personal losses that they can not dispassionately consider 
the facts of the case. Let me, however, remind you that 
ir spite of the drastic deflation of security prices, the 
New York Stock Exchange has maintained a market for 
securities which has allowed the holders of stocks to sell 
and realize cash for their property. Even if the amount 
realized is less, and very much less, than it would have 
been if these people sold in 1929, it is, nevertheless, an 
outstanding achievement that our market has stayed open 
and maintained the liquidity of securities. 

If there had been no short selling of securities, I am 
confident that the stock exchange would have been forced 
to close many months ago. It was the willingness of 
people who had sold short at higher levels to buy when 
prices were breaking that helped to maintain the market. 
We have avoided the fearful consequences which would 
have necessarily resulted if securities had become unsale- 
able. If short selling had been forbidden, the course of 
the speculative movement in stocks would have been simi- 
lar to what occurs when there is speculation in property 
which can not be sold short. The most common and the 
simplest example is undoubtedly a land boom. We have 
had many of them and in all parts of the country. One 
of the most recent and most dramatic was the land specu- 
lation in one of our States a few years ago. The price 
of real estate rose rapidly until people were freely pay- 
ing for undeveloped lots far from any center of popula- 


tion prices which would have been appropriate for prop- 
erty on the busiest streets in our larger cities. Finally, 
after excessive prices had been reached, there was a sud- 
den cessation of confidence in the future of this real 
estate. What happened? Almost immediately the mar- 
ket for real property ceased entirely. It was not a ques- 
tion of whether property which had sold for $100,000 
could be sold for 25 per cent or 50 per cent of the so- 
called value, it was a question of whether a buyer could 
be found at any price. The resulting crash in value was 
appalling. Everybody who had an investment in these 
lands found that he had lost not only a large part of his 
capital but also the ability to realize cash for what re- 
mained. From a period of the greatest activity in the 
buying and development of real property which, in turn, 
had induced great business activity, the whole State. was 
plunged into a depression far more complete and endur- 
ing than anyone could have imagined. 

Without short selling, the stock market would have 
taken the same course after the boom of 1929. If that 
had occurred, the consequences to this country would 
have been truly disastrous. Enormous amounts of credit 
were based upon the value of securities. In round figures, 
there was $8,500,000,000 loaned to brokers, and, in addi- 
tion, a substantially equal sum loaned by banks to indi- 
viduals upon security collateral. Because the stock ex- 
change remained open and securities could be bought and 
sold, albeit at lower prices, this vast mass of credit has 
been, in large part, liquidated. Today, loans to brokers 
are only about $5,000,000 and bank loans to customers 
upon security collateral have been reduced to about 
$5,000,000,000. If this huge total of loans had become 
frozen and, because of the absence of a security market, 
could not have been reduced, our entire banking system 
would undoubtedly have been most devastatingly affected. 
That calamity, at least, has been spared us. As a practi- 
cal man who has been watching the course of the security 
market for years, I trust you will believe me when I say 
that the market for securities could not have been main- 
tained if short selling had been forbidden—E-rtracts, 
see 1, p. 320. 


Dr. S. S. Huebner 


Wharton School of Finance and Commerce, 
University of Pennsylvania 


Suorr selling is an outstanding prac- 
tice on all organized markets—both security and commod- 
ity—and its origin as an institution coincides substantially 
with the very beginning of such markets. When business 
conditions are normal or prosperous, and the price of 
everything is reasonably high as a consequence, no com- 
plaints are heard. But every time that business of all 
kinds is in the depths of a business convulsion, which 
seems to have occurred about every eight to ten years 
during the past 200 years, and prices of all things— 
including not only stocks and bonds but also real estate, 
mineral products, and wholesale and retail priccs of the 
multitudinous number of nonexchange commodities—are 
greatly depressed, the reading public is supplied with 
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ports and editorials, but I am convinced that such infor- 
mation would not be published unless there was some 
basis in fact. 

I have a list of securities picked with reference to their 
volatility, and only in one instance has the oscillation been 
more than five points. If that constitutes a “crazy ad- 
vance,” I should like to know what the officials of the 
exchange thought of the advance in the stock of the 
Vanadium Corporation in 1929 when it was gyrated from 
$37 to $145. It appears quite evident to me that there 
was some form of irregularity here; that some group of 
individuals had cornered the floating supply and had 
pushed the stock up to the limit. The same may be said 
of the extraordinary movements of the stock of the Sim- 
mons Bed Co. and the United Aircraft Co., not to men- 
tion a host of others. Yet I have no recollection of any 
investigation being held in regard to these apparent irreg- 
ularities. 

It was the incessant and wanton destruction of security 
and commodity values by short selling that caused, and is 
prolonging, the depression. And it is the knowledge and 
the fear that security and commodity values can be 
knocked to perdition at will by the short sellers that 
deters people from investing. And it is this same fear 
that has caused the liquidation that Mr. Whitney so 
naively says is the cause of the depression. Prohibit short 
selling and thereby dispel the fear of huge losses, and 
liquidation, without question, will cease.—E-tracts, see 1, 


p. 320 


William B. Cravath 
Retired Market Trader 


| vo not think as a rule people get 
right down to the fundamentals of markets. They spend 
a lot of time talking about pools and operators, and so 
forth, and the best definition that I know of what makes 
a bull market and a bear market is given in the book of 
Walter Bagehot, who was, as you know, Governor of the 
Bank of England, and wrote a book called “Lombard 
Street.” 
He in that bor’ says: 
When a lot ox very stupid money gets into the hands 
of a lot of very stupid people you are going to have infla- 
tion and speculation and boom, and when a lot of very 


foolish people have spent a lot of very foolish money you 
are going to have deflation, depreciation, and panic. 
I think that really shows the situation. 
Now, you take it in 1929: There never was a time 
in the history of the world when so much stupid money 
was in the hands of stupid people. By “stupid people” I 


do not mean that the people were necessarily stupid ir 
their own lines, but they had no knowledge of investmen: 
principles. They had learned to invest in Government 
bonds, and that was about all, but they had a lot of 
money, and people that were even ordinary workmen 
were buying and selling securities, people that had no 
business in the stock market whatever, and they spent 
their money, ard the prices of stocks were boomed up 
out of all reason, and then you were bound to have refla- 
tion and bound to have a fall) in prices. 


Now, the difference of opinion that I have with the 
stock exchange people on short selling is this: I do not 
believe that it is any worse to sell stocks short than it 
is to go long as far as the ethics of the thing are con- 
cerned. If I want to sell stocks to a man and he is will- 
ing to buy them, tuat is perfectly legitimate. If I think 
they are going down I have a perfect right to do it. 


But there is another expression that is very misleading. 
We are very fond of phrases in this country, and we 
have this phrase of “free and open market.” It sounds 
nice, but it is the bunk. When you get into a bear market 
you are not in a free and open market. As soon as the 
depression has gone to the point where margins are being 
called and where banks are throwing loans over, where 
men are selling stocks because they need their money to 
support their business, where people are selling securities 
right and left not because they want to sell them but 
because they have to sell them, it is not a free and open 
market. A free and open market is where people meet 
who are willing to buy and sell and who trade because 
they wish to voluntarily. 

In a bear market there is a lot of selling that is not 
voluntary. Very few of the men that have had to sell 
stocks in the last month or two sold them because they 
wanted to. They sold them because they had to. 

They may have put their short interest out some time 
in advance. 

The short seller is interested in destroying the market. 

Now, you can say what you are a mind to, it does not 
make any difference whether the short seller puts the 
propaganda out, the minute the market begins to have 
these serious breaks you get all kinds of rumors around 
the street. The short does not have to start it. You 
understand that there are dozens of newspaper writers 
there in the street. They write the stock market articles 
for the newspapers all over the country. There are 
writers for stock exchange houses, and if a big break 
comes along in steel of maybe five or six dollars a share 
they have got to explain that. Well, they may not know 
the reason; they may not be able to find out the reason. 
It is very difficult to find out what caused a stock to 
break $5 on a particular day. Att one time I spent two 
years finding out why a stock broke so badly on a certain 
occasion. 

That information is not to be had, and therefore these 
newspaper writers have got to sit down and make the 
best explanation that they can, and they may say that 
it was short selling, and may say that the steel divi- 
dend is going to be cut, and they may say one thing or 
the other. It may be true or it may not. But the rumors 
will crop up just as soon as you have these extracrdinary 
breaks in the market, just as they will crop up in a bull 
market. You let a stock shoot up in a bull market and 
you will hear more rumors the next morning than you 
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barrage after barrage against short selling. Compara- 
tively little thought, however, is given to the fact that 
nonexchange quotations show on the average during each 
of these business convulsions a price decline fully as great 
as those established upon our speculative exchanges. 


It is only natural to search for an explanation of our 
constantly recurring business convulsions, and in this 
connection if short selling is wrong or evil it ought to be 
prohibited. But if necessary and useful in the mainte- 
nance of a free and two-sided market, although never 
perfect in the sense that none of our good economic 
institutions are perfect, it should not be prohibited or 
unnecessarily stifled in its economic functioning. Reason- 
ableness requires that we affix the blame for our recur- 
ring business convulsions upon the excessively specula- 
tive nature of man—especially during the bull racketeer- 
ing period of the boom years of the industrial cycle, such 
as we witnessed last time during 1928-29, and the unwise 
extension of credit by the billions to back up such specu- 
lative excesses for the rise. 


The factors which cause the stupendous and forced 
liquidatioa in practically all values during a business de- 
pression—whether represented on exchanges or not, and 
usually to a degree fully as great in values not deter- 
rained on exchanges—are fundamentally economic and 
inherently associated with the economic nature of man 
and would exert substantially the same ultimate influence 
by way of price declines, irrespective of the presence or 
absence of short selling. Short selling is not responsible 
for the unwise buying and the unwise credit commitments 
and the world forces that cause our periodic economic 
ups and downs. Speculation, whether on the long or the 
short side, merely reflects the bearing of those funda- 
mental factors upon values. It passes its collective judg- 
ment upon those factors and seeks to appraise them in 
the form of price quotations. The speculator, be he 
buyer cr short seller, is interested in the correctness of 
his judgment with respect to the future course of prices. 
He aims to anticipate the future as regards business con- 
ditions. From a practical standpoint, spectilators as a 
group are no doubt anxious to see prices higher rather 
than lower—at least sufficiently high to please the com- 
munity—because they know that unusually low prices 
spell public criticism and endless trouble. When entering 
upon his commitments, the speculator has no reason to 
prefer declining over rising prices. There is no need 
whatever for him to be a proverbial bear, or to be ob- 
sessed with a nialicious desire to see values decline. Either 
side of the market will net him the same gain—furnish 
to him the sane motivating force—and his only problem 
is to consider and interpret facts and to appraise correctly 
the factors which govern the future movement of prices. 

Short selling is a necessary and normal part of an or- 
ganized market. Let us first enumerate its specific ser- 
vices. These, I regret to say, have received but little 
attention, despite their outstanding usefulness. Eriefly 
stated they are six in number: 

First, to be of greatest value to the community a stock 
market should be immediate and continuous in its avail- 
ability for any stock as regards either buying or selling. 
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Stated in another way, the market should be so organized 
as to enable buyers or sellers to obtain or to dispose of 
a given stock at any time, even in fairly large amounts, 
and with comparatively rare exceptions at a price varying 
but slightly from the last previous quotations. Such a 
market is of great value to the community in many re- 
spects. It gives to securities listed on the exchange the 
quality of liquidity, i. e., makes them practically synony- 
mous with money. At a moment’s notice the security 
may be converted into cash, if need requires, and cred- 
itors and debtors may, therefore, look to the organized 
market as a dependable type of credit insurance. Enor- 
mous credit may thus be extended on the basis of a rea- 
sonably small margin as between current market value 
and the size of the loan. This creditors are willing to 
grant because of their knowledge that the collateral may 
be sold promptly in a dependable market which fluctuates 
but slightly in the course of an hour or a day. Similarly, 
holders of money may readily convert the same into 
securities for investment purposes. There is also assur- 
ance of a fairly continuous price quotation service to both 
creditors and owners, publicly and gratuitously available 
to all interested parties. 


But the factor which gives this dependable continuity 
is the presence of an ever-sufficient group of speculators 
always ready to buy or sell at any time during business 


-hours. We all know the lack of dependability of an auc- 


tion market, with its absence of short selling, and the 
great variations in price betwen sales at such a market. 
To prohibit short selling would tend greatly toward mak- 
ing an auction market of our organized stock market. 
Dependence upon actual demand or supply in any given 
stock from the outside public would certainly prove dan- 
gerous to the existence of an immediate and continuous 
market. But fortunately there is a large group (consist- 
ing principally of floor dealers who make speculation 
their life’s work) containing a sufficient number at almost 
any time to meet the need of either demand or supply 
at reasonably small variations in price. If only owned 
stock could be sold, a purchasing broker would often 
find on the exchange no order to sell the amount desired. 
Much time would be wasted and the price would probably 
have to be raised considerably before attracting outside 
attention. Instead, however, the buying broker’s bid is 
usually met promptly by some short seller, present on 
the exchange, at a small variation in price, and who just 
previously, probably, had little thought of making such 
a sale. Similarly, a sale of stock often could not he rade 
except with the loss of much time and a considerable 
concession in price, if dependent upon an order to pur- 
chase from the outside. However, this sale is likely to 
be made promptly, and at a small variation in price, to 
some floor speculator who concludes to cover his short 
sale in that stock made some time previously. Short sell- 
ing thus increases greatly the selling and buying oppor- 
tunities in the market. It makes for an immediate and 
continuous market. It helps to make a free market, free 
from auction handicaps. 


Second, probably 20 per cent or more of the total pur- 
chases and sales on the New York Stock Exchange con- 
sists of transactions in odd lots—lots of 1, 2, 10, 50, or 
some other number of shares less than the regular lots 
of 100 shares or multiples of 100. In their number these 
odd-lot transactions probably exceed the total number of 
regular transactions. They represent the purchase and 
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can put in the wastebasket. It is just incidental to the 
business. 

Jay Gould remarked one time, “If you want to put the 
market up the way to do it is to buy it, and if you want 
to put the market down the way to do it is to sell it.” 


If short selling was done in the same way that long 
selling is done, that is if a man went into the market 
and sold his short stock as carefully as he could, trying 
to get it off at the highest possible price, I do not think 
it would do any harm, or any very great harm, because 
after all, as they say, “A short seller has got to buy it 
back.” That is not the day it is done. 

A short seller goes into the market and if he wants 
to put down a line of, say, 50,000 shares of stock, he goes 
and sells twenty or thirty thousand shares as carefully 
as he can and then he bides his time, waits till he gets 
the feel of the market and thinks that the market is a 
little bit weak, and he will send in three or four brokers 
with orders to sell 2,500 shares at the market, and he 
delights in taking 5 or 10 minutes of 3 to do that, you 
know. A broker has a market order and he looks up at 
the clock and sees that the gong is about to sound in a 
few minutes. He goes into the crowd. He does not 
wait for orders to come in. He soaks any bids that he 
finds there, fills them as fast as he can. And if you have 
four or five brokers offering stock one against the other, 
you can knock four or five dollars off of a stock in a 
weak market so quick that there is nothing to it. 

There is where I say the real harm from short selling 
comes in. A man can go and sell five or ten thousand 
shares of stock and mark down the price of the entire 
issue. 

Now, take United States Steel: A man goes in and 
drives it down a couple of dollars a share and he has 
affected every loan in the United States upon United 
States Steel stock, every bank loan, every margin account, 
and he has weakened every holder. And it has its sympa- 
thetic effect, of course, on other stocks. The new stock 
exchange rule adopted April 11, 1932, obstructs the oper- 
ation, but it is quite possible to beat the rule. 


Supposing I was bearing the market in a certain stock. 
I would get out my line, maybe, of 25,000 shares of stock 
and I would get ready to begin to offer it down. I would 
get some friend of mine to go and buy 2,5000 shares of 
long stock and I would tell him to instruct a broker to 
stand there in that stock and every time that the orders 
for that stock are filled—let us say Steel is selling at 30. 
There will be a certain number of bids there. When 
those bids have been all filled up, I would instruct him 
just as quick as a cat to offer the stock as far under that 
price as he could, maybe 29% or 293%. That would 
establish the price. That is a hundred shares of long 
stock. Then I would go in and fill up all orders that 
continued to come in and in that way you can mark it 
down. You can not raid the market in the old-fashioned 
way. 

Many of my old floor trader friends who are very 
astute judges of the market think that some of the effects 
of this rule have been almost as bad as the raiding. 


You let steel sell at 30 and a short has got a right to 
sell at that price, and the orders begin to accumulate there 
at 30. The shorts will accumulate until maybe there are 
many thousand shares for sale at 30, and it makes a sort 
of a ceiling through which the market finds it very diffi- 
cult to rally, and in that way it is almost as depressing as 
if they raided the market. 


I do not know that it is actually being done. I simply 
say that it is possible, but I do not know of any instance 
where it has actually been done. 


At the peak of the boom the total brokers’ loans were 
about $8,000,000,000. At that time brokers were requir- 
ing a margin of at least 30 per cent on securities. 


Let us say that they only require 25 per cent. That 
means that only 200,000,000 shares of stock were being 
carried on margin at the peak of the boom when there 
were about 1,200,000,000 shares actually issued. In other 
words, 60 or 80 per cent of all the stock that is out- 
standing is owned at all times by people who want it for 
the control or want it for investment, or because they 
are hooked with it at higher prices and are not willing 
to sell it. In other words, the great American investment 
public—and they are the people that have no representa- 
tion and these are the people that I hope that I can in 
a way represent, because they are the real backbone of 
the security markets—now, every time that you depress 
stock a dollar you affect the buying power and the ability 
to do things of that whole number of people, the sixteen 
or seventeen million people in this country that own 
stocks today. Every time the market goes down their 
buying power is decreased, and their ability to do things. 


What people do not understand in the markets is that 
you take a bull market like we had running over several 
years, from 1925 to 1929, and you see how the buying 
power of the country fans out. Everybody is making 
money. You have a hundred shares of Steel that you 
bought at $100 a share and it goes to $200 a share. You 
cari go out and put that up on margin on the basis of 
$200 a share. You can go to your bank and borrow 
money on it on the basis of $200 a share. 


As the prices rise, the buying power of the country 
fans out and fans out and fans out, until finally in every 
bull market there comes the day that everybody that can 
buy stocks or that will buy stocks or that can be cajoled 
into buying stocks, has bought stocks, and when that day 
arrives, it would not make a particle of difference what 
the value of those securities was, they will fall, because 
some day somebody will have to sell stocks and there will 
not be any buyer there. 

And then you have the other side of it. You have the 
depression. As prices shrink the buying power of the 
community shrinks with it. And you take it today. I 
think a number of stocks where very wealthy men have 
waited until those stocks sold down to 20 per cent, maybe, 
of what they sold at in 1929, and they thought that they 
could offer a little support, and they bought the stocks 
and tried to support them, and the market has gone on 
down right through them. 

There has been some discussion and some questions 
have been asked as to the difference, if any exists, be- 
tween the selling of a market short in stocks and the 
selling of commodities. 

I think that is one of the things that very few people 
understand. The commodity markets are markets of 
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sales of the millions of our people, who should be given 
the same opportunity for an immediate market at small 
variations in price as is accorded ti. the wealthy. This 
opportunity is furnished to the millions through the oper- 
ations of odd-lot dealers, whose business it is either to 
buy or sell at once, as the case may be, any odd-lot which 
is offered or desired, and at variations of only an eighth 
or a quarter from the price prevailing for full 100-share 
lots. 

But imagine the risk and difficulty to the odd-lot dealer 
in filling such small orders in the absence of short selling. 
A broker receives an order from his customer to buy 13 
shares of a given stock. To avoid delay in finding a seller 
of this odd amount of stock, as well as the labor and 
inconvenience altogether out of proportion to the com- 
mission charged, the broker goes straight to an odd-lot 
dealer, who automatically gives the stock at a small frac- 
tion above the current price for 100 shares. The odd-lot 
dealer does not, of course, possess tne stock, and can not 
be expected to do so. All day long he sells odd lots in 
numerous stocks, and give them automatically as they 
are asked for and_at prevailing prices. The poor are, 
therefore, given a mark+t just as continuous and just as 
good—making allowance for a small fraction of a point— 
as the well-to-do. 

Almost invariably the odd-lot dealer sells the stocks 
short, and only because of short selling can he render 
the service. He sells the odd lot short in anticipation of 
disposing before long of a total of 100 shares in the given 
stock. Then he hopes promptly to cover his short sales 
with the purchase of a 100-share lot in the open market 
at a price which will yield a profit of about one-eighth. 
Speed is the very essence of his business. He relies upon 
the continuous market for the 100 shares, and in all 
probability manages to purchase the same, before too 
much time for an adverse price change has elapsed, from 
some one who sells the same short to him. Thus a short 
seller, in the open market, helps to protect the odd-lot 
short seller himself. If that odd-lot dealer were depend- 
ent for his 100 shares upon an offiering from the outside, 
where the seller actually owns the stock, he would cer- 
tainly have to be wary about the risk assumed and would 
increase greatly the margin between the price at which 
the odd-lot was given and the prevailing price for 100- 
share lots. 

Similarly, if the broker wishes to sell 13 shares for a 
customer, the odd-lot dealer will promptly take the same 
at a small fraction of a point below the price for 100- 
share lots. Again he anticipates the accumulation of 100 
shares before long. Having done so, and not desiring to 
remain the owner of the shares, he proceeds to the open 
market to sell the same in the hope that there has been 
no unfavorable change in price. Here again the con- 
tinuous market is his insurance. Dependence upon a buy- 
ing order from the outside would certainly be risky. But 
in all probability the 100 shares are promptly taken by a 
floor speculator who desires to cover his short sale in the 
same stock made some time previously. It is difficult to 
see how the present odd-lot system, so beneficial to the 
mass of our people, could operate without short selling. 
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Risk must be borne by someone, and the odd-lot dealer, in 
the absence of an immediate market guaranteed by short 
selling, would not be disposed to take or to give the stock 
at an eighth or a quarter below or above the prevailing 
price for 100 shares. The marginal difference would 
have to be increased greatly against the public, assuming 
even that the odd-lot dealer would care to continue in 
his business. 


Third, because of short selling owners of securities, 
unable to deliver at once, may sell the same at a price 
regarded as advantageous and borrow for purposes of 
delivery. This advantage applies ever so frequently. 
Thus the owner of securities may be on a long journey, 
without desiring to carry his securities with him and 
without anyone else having access to his safe-deposit box. 
Securities in foreign countries may be sold, in the regular 
way and at a price contemplating immediate delivery, 
pending their transportation to the market where sold. 
Again, sales may be made against securities that have not 
yet been given delivery form by the corporation, but 
which the seller knows will be delivered later. 


Fourth, distributors of stock issues often find them- 
selves faced suddenly with unfavorable, unforeseen mar- 
ket conditions, and the issue then becomes in common par- 
lance an “undigested” one. Unless enabled to hedge this 
dangerous market position, the undigested issue of which 
they are long, and which they usually hold on borrowed 
funds, may involve them in a huge loss. Just as grain 
and cotton distributors almost invariably insure tLeir 
accumulations against a price decline through the short 
selling of an equal amount, so prudence may dictate that 
the distributor of securities, in the event of a dismal 
future outlook, may hedge his long account by selling 
short a sufficiently wide and well-chosen range of other 
securities, of a similar nature, at current prices on the 
theory that fundamental changes affect more or less 
evenly the entire market for that particular type of stock. 
He operates on the theory that a serious decline of his 
holdings, occasioned by the adverse circumstances sud- 
denly encountered, will substantially be offset by the 
profits accruing on the short sales. 


Fifth, one of the outstanding features of organized 
stock and commodity markets is the practice of “arbi- 
traging.” Should a stock in one market sell higher than 
in another, a so-called arbitrager will buy the stock in 
the low market and immediately sell the same short in the 
high market with a view to making the difference in price. 
The practice is beneficial in a number of ways. It tends 
to level securities to a common price throughout the Na- 
tion as well as on the markets of foreign countries. It 
is also valuable in facilitating foreign exchange transac- 
tions. Moreover, arbitrarsrs help to make the market 
more continuous, their buying and selling adding to the 
demand and supply which meet the needs of others. But 
while arbitraging itself aids the continuous market, it is 
also entirely dependent upon a continuous market if the 
two transactions are to be made simultaneously in the 
two different markets. without an appreciable variation 
in the prices prevailing in those markets at the time the 
arbitrage transaction was undertaken. Moreover, as 
already pointed out, the continuous market upon which 
the arbitrager relies, is largely due to the practice of short 
eelling. Again, the arbitrager is himself a short seller in 
the high market, and can not operate if short selling is 
prohibited. 
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goods in process of consumption, and the prices of com- 
modities, wheat, cotton, for instance, are dependent abso- 
lutely on fundamental conditions of supply and demand. 
Now, the crop of cotton is so much. The consumption 
of cotton during the following year is going to be so 
much. The price is going to be an equation between 
those two factors, and everybody in the trade and every- 
body doing business knows those facts. We may not 
solve the equation in quite the same way, but we all know 
the same facts, and we will reach more or less the same 
conclusion. The price of commodities—wheat and corn 
and cotton—is made by conditions that no man can tell, 
and I think that every step that Congress has taken to 
regulate the commodity exchanges has been a step back- 
ward, and it has done the farmers irretrievable harm. 


The bigger markets you have, the better prices you get. 
The commodity markets are so big that no man and no 
group of men can affect them very far for v ~y long. 

Now, when you come to the security markets you are 
in an entirely different situation. In the first place, in- 
stead of dealing in one or two of three commodities, as 
the Chicago Board of Trade deals in wheat and corn and 
oats and a few of the great staples, you are dealing in 
hundreds of securities, and each one of those securities 
is differently affected by the same set of facts. One com- 
pany may be affected favorably by lower prices for oil. 
The oil companies will be harmfully affected. The fac- 
tors that enter into arriving at the. price of a security 
are so different from the factors that are entered into in 
arriving at the price of a commodity. The management 
of a company may make all the difference in the world 
as to its earning power. 

A sudden crop failure may mean that one railroad that 
was particularly good last year will be particularly bad 
this year. Good crops in another section means the re- 
verse. 

So that when you get into the security market every- 
body that deals in securities knows more or less that they 
can not know all the factors that enter into the price of 
that security. 


People are interested in a security. They are away off 
in Kalamazoo or St. Augustine or Pasadena or some 
place. They can only get the facts that they get through 
the newspapers and some of the services like Standard 
Statistics, and they see their stock going down and it is 
going down every day and being offered down. There 
is no way in the world that they can tell whether it is 
being put down by short selling, or whether it is going 
down because the business of the country is on the down 
grade, or whether a multitude of factors are entering in. 


So that when you go into short selling in the security 
market you frighten people in a way that you can not 
in the commodity markets. The short seller when he 
sells the last of his line and wants te depress the market 
takes advantage of every moment that he sees a little 
weakness in that stock. You know that the orders do 
not come in on the floor of the exchange at the same rate 
every hour of the day. There may be even in a stock 
like Steel times when there are very few bids there. You 





are interested in bearing a stock. You naturally keep 
very well informed on what the market conditions are. 
One of your brokers from the floor telephones over, 
“Well, there are very few bids on XYZ stock at the 
moment,” and you telephone around to two or three of 
your brokers and say, “Sell a thousand or two thousand 
shares of that stock,” and they go in there and find no 
bids and they offer it down, and they have broken the 
price maybe a dollar and maybe $5, depending on condi- 
tions. They are selling for the very purpose at that time 
of breaking the market. 

Now, when they come to buy they wait until liquidation 
comes flowing in, until some day when the market is 
weak, and then they go in and buy, and while it does to 
a degree help to stabilize the market, it has not really 
braced the stock. 

When you get liquidation in the market don’t forget 
one thing, and it is a thing that people overlook and why 
liquidation has the effect that it has. They get blocks of 
stock that have to be liquidated, say 50,000 shares, and 
every block of that stock has got to find a permanent 
holder before that stock has ceased to be a factor de- 
pressing the market. In other words, it has got to get 
into the hands of the ultimate buyer, and sometimes it 
may be sold by one speculative buyer to another a half 
a dozen times before it finds such a permanent buyer. 


But now here is a very important point that I think 
should be covered by law, and I do not think it should 
be put up to the stock exchange to do it, and that is that 
every company whose stock is listed on the exchange 
should at least once a year publish an annual report and 
send it to their stockholders with a certificate attached 
by some reputable firm of independent auditors which 
would be a real certificate. 

Not only are there many stocks listed which have no 
such certificate, but I have been reading over the annual 
reports of a great many companies in the last few months, 
and I think even more dangerous is the fact that some 
of these annual reports have certificates by firms of inde- 
pendent auditors, but if you read those certificates very 
carefully you will find that about all the auditor certifies 
to is that he has checked up the additions and found them 
correct. 

Now, that is not an audit. What you want in a com- 
pany is a real independent auditor where they go out and 
check the securities and check the money and check the 
bank accounts, and more or less check the inventory, and 
I think a law ought to be that would specify the 
type of certificate that these auditors should sign and that 
it should be attached to the annual report of every com 
pany which offers its stock on a stock exchange. 


_ But what J say is that when a company has its stock 
listed on the stock exchange and invites the public to par- 
ticipate in it, that that public becomes a partner in the 
business and they are entitled to all the informaion that 
other partners have. If a company has 25 or 50 per 
cent of its capital tied up in outside investments, the 
stockholders should know what those investments are. 

I think the stock exchange is one of the most per- 
fectly managed institutions that I know of. Wherever 
you have anything like the handling of securities or spec- 
ulation, where human nature and the element of greed 
enter in, you can not help having some abuses, but the 
stock ex po have ae ed out a set oi rules that are 
as nearly perfe t as they can be. 
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Sixth, stockholders in American corperations are very 
frequently offered the privilege of subscribing to new 
stock at some price below the current market quotation, 
This privilege—called a “right” in market terminology— 
has a computable value which may be realized by selling 
the rights in the open market long before the new stock 
is issued by the corporation. Probably the majority of 
outstanding stock in America has come into existence via 
this method, many corporations having increased their 
original outstanding stock tenfold, or more, in this man- 
ner. Moreover, probably the majority of stockholders 
desire to sell their rights at a fair price, rather than take 
up the new stock at the subscription price set by the cor- 
poration, possibly because they lack the funds and do not 
desire to borrow, but more probably because they do not 
wish to overload their investment basket with too much 
in a single issue. 

The matter of selling these rights is, therefore, an 
important problem. Yet it is important to know that 
arbitragers furnish the continuous buying power that 
accommodates the thousands upon thousands of stock- 
holders in such giant corporations as the Pennsylvania 
Railroad, the United States Steel Corporation, and the 
American Telegraph & Telephone Co., when they are all 
endeavoring in the course of a few weeks or months 
to dispose of their rights in the market. As the arbitrag- 
ers buy the rights at a price slightly below their mathe- 
matical value, as compared with the price of the old stock, 
they sell an equivalent amount of the old Stock short at 
the market price and borrow shares temporarily to fulfill 
delivery. 

The slight difference in price—usually only an eighth 
or a quarter—constitutes their profit, and a small pay- 
ment it is for the stockholder to give in view of his relief 
from trouble and the immediate receipt of the cash. 
When the new stock is finally issued by the corporation, 
possibly some six or twelve months later, having been 
paid for by the arbitrager in accordance with the terms 
specified by the corporation, the arbitrager wili deliver 
the shares in fulfillment of the loan transaction entered 
into when the short sale was made. However, if the pos- 
sessor of rights so wishes, he may sell old stock short for 
an amount equal to the new shares to be received later 
from the corporation. In the meantime he has borrowed 
shares on a short sale, but returns the loan upon the re- 
ceipt of the shares from the corporation. 

Short selling is not a substantial cause of present busi- 
ness conditions. The aforementioned specific services 
show that short selling constitutes a normal part of a free 
and efficient stock market. While by no means perfect, 
just as is the case with any other good economic institu- 
tion I know of, its services are many and important, and 
there does not seem to me to be any good reason for 
prohibiting the practice or restricting it to the point of 
inefficient operation. In innumerable directions our con- 
tractual relations require us to sell goods and services for 
future delivery which we do not now own. In other 
words, we are “short” for the time being of that which 
we promise to deliver later. Analogous to many other 
business contracts, the short sale is simply a contract 


calling for the delivery of stock in the future. To sell 
a stock without owning it in the present is to my mind no 
more wrong than to sell commodities or services which 
we do not possess for immediate delivery. To borrow 
stock in fulfillment of a sale is, in my opinion, no more 
wrong than to borrow money in fulfillment of a pur- 
chase. And for the owner of stock, or its legal pos- 
sessor as pledgee, who stands in need of money, to lend 
the same to a short seller for a loan equal to the current 
market price of the stock is in my opinion no more wrong 
than for that same owner of the stock, or its legal pledgee, 
to pledge it at a bank for a loan of 80 per cent of its 
market value.—E-xtracts, see 1, p. 320. 


Dr. Joseph Stagg Lawrence 
Contributing Editor, World's Work 


Wavy is short selling on trial for its 
life today? It has been practiced on the New York Stock 
Exchange for more than a century. Its legality is beyond 
question under the statutes of New York State. The 
principle of short selling and the general value of specu- 
lation in an organized market have been approved by the 
Supreme Court of the United States. Short selling or 
selling for future delivery has been a recognized part of 
normal market operation in almost every security and 
commodity exchangé in the world. There has been no 
concealment of the practice. It has been manifest and 
subject to public scrutiny for years. If there is anything 
essentially injurious about short selling it has afforded 
the guardians of public welfare ample opportunity to 
detect its harmful effects. It has been protected by no 
special political, religious, or economic interest. In spite 
of its peculiar susceptibility to attack it has throughout 
these years managed to remain a cardinal practice in 
almost every open market in the world. 

Today a hue and cry rises in the land. Excited citizens 
point to short selling, even as an earlier age in periods 
of adversity sought for witches and magicians. Here is 
a practice conducted for many years in the open and 
treated as respected procedure suddenly placed on trial 
as a foe of public welfare. How can a practice, sus- 
tained by disinteresteci authorities such as the Hughes 
commission and the recent stamp commission, at once 
become sinister and subject to impeachment? Obviously, 
the answer must be found in the special circumstances 
= prevail at the time this change in attitude takes 
place. 

The first and by all odds the most important of these 
circumstances is the profound economic distress from 
which the world is today suffering. The patient who is 
in pain insists upon an explanation which will reveal the 
cause. This gives him the satisfaction of knowing the 
source of his distress. It permits him also to indulge in 
the hope of a remedy. If the physician who attends 
offers a complex diagnosis, no matter how correct it may 
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Now, my opinion is they ought to prohibit short sell- 
ing. My belief is that they ought to do something to 
compel a better audit and more complete annual reports. 
Outside of that I do not know of much they can do.— 
Extracts, see 3, p. 287. 


Bernard J. Rothwell, 
President, Bay State Milling Co. 


Tue sole justification of trading in 
futures—and what I believe was the original reason for 
permitting such trading—is to provide, through hedging, 
a reasonable degree of protection to those engaged in the 
handling of crops, or their products, from producer to 
ultimate consumer. It can not seriously be contended 
that its purpose was to promote colossal gambling. 

Wheat is the key grain crop; to a certain extent it 
regulates the price at which other grains sell. It is not 
so much the weight of the total wheat crop itself as the 
operations of professional, huge-scale speculators with 
which farmers have to contend, andthe most serious of 
these evils is speculative selling futures short by those 
who do not own and who never intend to own the actual 
grain. 

Hedging property already owned is a legitimate trans- 
action. Selling short wheat, or other commodity, which 
the seller does not own and never intends to own, in 
expectation of depressing price, is distinctly harmful; it 
has no justification ; it is destructive rather than construc- 
tive. Stabilization of price and freedom from constant 
violent wide fluctuations is of primary importance to the 
producer and to all concerned in the distribution of grain 
and its products; nothing is more destructive of this 
stabilization than the enormous volume of gambling in 
futures. 

For several years past effort has been made to secure, 
through farm legislation, stabilization of prices. Farm- 
ers have been justly indignant at the activities of the pro- 
fessional speculators upon boards of trade “who toil not, 


- neither do they spin,” but who constantly make a football 


of the farmers’ toil. 

Incessant wide fluctuations within a single—three and 
three-quarter hour—session, without any change in actual 
conditions, are even more harmful to legitimate hedging ; 
price during that brief period has often swung rapidly 
back and forth, back and forth, within a range of 3, 5, 
10, and, on one occasion, 14 cents per bushel, making it 
impossible for the grain buyer, the miller, or the exporter 
to tell, within several cents per bushel, the cost of wheat 
at any particular moment. 


Secretary of Agriculture Jardine, in his annual report 





for 1926, showed that during the life of the May, 1925, 
future, fluctuations of 5 cents per bushel or more occurred 
on 52 days; 8 cents per bushel or more on 16 days; and 
10 cents per bushel or more on 6 days, without any appar- 
ent reason other than heavy speculative activities. 


Investigation showed eight speculative accounts, each 
of which amounted to 2,000,000 bushels or more, and in 
80 per cent of the cases where these accounts shifted 
from long to short or vice versa, which they frequently 
did, there was an average change in price of 5% cents 
per bushel. 


The difficulty of transacting legitimate business under 
such wide fluctuations in price of raw material, the risks 
involved, and the actual losses liable to be sustained, are 
self-evident. 


Another outstanding evil is that of selling futures ten 
months or more in advance of maturity. For example, 
trading in May wheat of one year in July of the previous 
year, before the ground has ee plowed for the winter 
wheat crop of the following summer—10 months in ad- 
vance of maturity. Trading in September wheat in Janu- 
ary of the same year, four months before spring wheat 
is seeded—eight months before its maturity. 


There is no legitimate demand for wheat 6, 8, or 10 
months ahead. It is obvious that no human being can 
form any judgment whatever as to conditions affecting 
prices so far ahead. This is evidenced by the wide range 
in price during the life of the future. Future trading in 
speculative markets should not exceed four months at 
the outside. 


A few years ago, about harvest time, numerous mills 
sold flour enormously for delivery many months ahead. 
These mills hedged their sales of flour by purchasing 
wheat for future delivery, and it was understood that 
several were nearly wrecked by the decline of some 25 
cents per bushel in price of the future and the conse- 
quent calls for margin. Some reached their limit in this 
direction and were forced to sell out; there was a reac- 
tion of about 45 cents per bushel shortly after, but this 
was no help to the millers who had closed out their 
hedges. 

Has the Chicago Board of Trade—where nine-tenths 
of the speculation in grain is carried on—ever volun- 
tarily taken any really effective steps to eliminate these 
abuses? It has not. On the contrary, it has strongly 
opposed any regulation of large-scale trading; its promi- 
nent members have even gone into the courts in efforts 
to have such regulation declared illegal. Its attitude has 
been steadily one of obstruction and resentment. It has 
been woefully blind to its ultimate self-interest. 

The argument against any regulation by the Govern- 
ment might fully as well be argued against laws, rules 
and regulations under which the railroads of the country 
— and under which our banking system is con- 


There would be scant public support for roposal 
to relieve railroads or Sas of ota regulations. On 
the contrary, the public demand is for more strict regula- 
tion of banking. Whether we like it or not, the steady 
growth of enormous nation-wide corporations and of 
gigantic consolidations and mergers, with their greatly 
inflated overcapitalization, will result in increased regula- 
tion. At present they are among the most potent factors 
making in the direction of State socialism. 

Continued on page 306 
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be, it will fail to provide comfort. The answer must be 
simple, even though it miss the truth by many leagues. 

Consider how satisfying short selling is as an explana- 
tion of our difficulties. Short selling results in an arti- 
ficial supply of securities. So starts the popular argu- 
ment. These are sold in the open market and depress 
prices. The decline in security prices undermines general 
confidence. It impairs the value of bank and insurance 
portfolios. It causes individual fortunes to shrink. In- 
stitutions and individuals so affected curtail expenditures. 
Surplus goods accumulate in warehouses., Men are thrown 
out of work. Banks fail. In short, we have a depres- 
sion. All of this seems to be traceable directly to short 
selling. Hence the remedy. Outlaw the short sale or 
place it under restraints so onerous as to make it impos- 
sible. The first reason then for present hostility against 
short selling is the ease with which it can be convicted as 
the cause of our distress. 


There is a second reason for the current assault against 
short selling. Many millions of citizens have lost heavily 
during the past two years. In some cases this loss has 
occurred directly in business. In others it has been the 
result of a decline in investments. Many hard-working 
men and women have losi in both fields. It is entirely 
normal for any human being upon being hurt to seek the 
cause. If that cause can be discovered in some form 
which will permit punishment, it gives the injured parties, 
of whom there are now millions, profound relief, al- 
though there is no actual reparation for losses. 

In other words, short selling is an admirable scape- 
goat upon whose head we may all read the signs of failure 
and loss. Particularly is this the c.se with individuals 
who have made a living in the sale of advice. There are 
literally hundreds of financial counselors whose reputa- 
tions have suffered grievously during the past two years. 
They were unable to foresee the present and consequently 
committed themselves and their clients to investments 
which have resulted in heavy losses. No blame should 
attach to them for this failure. Economics and particu- 
larly the art of forecasting are still far removed from an 
exact science. Changes are the result of such profoundly 
complex causes that it is often impossible to anticipate the 
future. 

Very few of us can say that the depression has brought 
milk-and-honey days upon us. Very few of us can say 
that it has left us unscathed. This applies as much to 
the members of the financial community as it does to any 
other single class in the country. For the prophets who 
predicted undying prosperity and the counselors who 
placed clients in stocks on the assumption that good times 
would last forever we may grant every sympathy. What 
we can not condone is their attempt to place the respon- 
sibility for their error upon short selling. 

Say these men to their followers, “We were right. We 
have been right all along. A group of speculators (never 
named) securing inside information (the precise source 
and nature of which is never revealed) have deliberately 
depressed security prices. They have battened on the 
misery of this fair land and even we, the wise, have not 








been able to escape.” It is an alibi which covers a multi- 
tude of errors. 


There is a third reason for placing short selling in the 
defendant’s chair. Every act of purchase and sale, every 
decision to hold a stock as against the decision to sell it 
rests upon a judgment regarding the future. If I paid 
$200 for a share of the X corporation, I did so because 
I felt that the future earnings of this company would 
justify that price. Furthermore, I was certain that the 
market would later confirm my judgment and improve 
upon it to such an extent that this stock would sell for a 
price above that which I paid. The course of events 
demonstrates the error of my judgment. There have 
been others in the market place who disagreed with me. 
In fact, it must have been such a stockholder who sold 
me my shares of X in the beginning. He was right and 
I was wrong. My conceit is such that I refuse to tolerate 
this challenge to my judgment. Is there any way in 
which I can soothe my wounded vanity? By discrediting 
or outlawing those who had the temerity to differ. I can 
take no action against those who sold their own stock, 
but against the short seller who borrowed securities to 
participate in the market I can level my guns. Now, 
this opposition to the short seller springs from the same 
intolerance with which the narrow-minded and the fanatic 
have always persecuted those of the opposite persuasion. 

I do not mean that everybody who criticizes short sell- 
ing necessarily has that point in mind; but it is neverthe- 
less true that much of the opposition comes from people 
who resent the challenge expressed in an opposing judg- 
ment by a short seller—because, essentially, that is what 
the short seller does. If you are on the long side of the 
market and buy a stock, you expect it to go up; the short 
seller, on the other hand, disagrees with that judgment. 
He is, in effect, saying, “You are wrong. I am going to 
match my judgmen§ against yours, and I am going to 
sell the stock which you are buying.” Now, if he is right, 
the fact will be demonstrated by the event. 

To continue, we may sum up the reasons for the pres- 
ent assaults against short selling as follows: 

First, it offers a plausible explanation for the depres- 
sion. 

Second, it provides a satisfying scapegoat for those 
= have lost during the past two years and is a grand 

ibi. 

Third, it is a balm for the wounded vanity of those 
whose market judgment has been in error. 

To what extent is short selling a cause of the depres- 
sion? A cause must always precede an effect. It is im- 
possible to have a fire without prior combustion of fuel, 
a blow without an earlier application of force, or hunger 
without previous denial. If short selling is the cause 
of the decline in business and stock prices, we must find 
evidence of substantial short selling before the turn in 
business and earnings started. The critics maintain that 
short selling before the crash of 1929 was of little benefit 
in checking the rise, although disastrous in accentuating 
the decline. The turning point seemed, according to this 
analysis, to come spontaneously, and, once started, short 
selling by artificially depressing prices caused business to 
languish and finally reach its present state. Now, stock 
prices always respond in the end to two conditions—first, 
the state and trend of business and, secondly, the level 
and direction of curporate earnings. 

Production reached its peak in December, 1928, made 

Continued on page 307 
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Speculative short selling upon a vast scale is an out- 
standing evil of trading ir futures which should be elimi- 
nated. Arguments in its defense are frequently erroneous 
or specious. They can readily be refuted. 

Abolition of speculative selling short in future trading 
markets would in no way interfere with hedging or with 
private transactions between farmers, grain merchants, 
millers, exporters, et als, for purchase or sale of any 
quantity of grain for actual delivery at any future date. 
The one would be buying what he needs ; the other selling 
what he owns or has refusal of; the price wouid not be 
changing incessantly. This would promote genuine sta- 
bilization —E-rtracts, see 2, p. 320. 


John Vesecky 


President, Kansas Cooperative Wheat Marketing 
Association 


Ore organization i, composed entirely 
of producers of grain that are trading in different ex- 
changes, and because of that we are very much inter- 
ested in the operation of these exchanges. We believe 
that the grain exchanges perform a very useful purpose 
by bringing together the buyers and sellers of grain; they 
create a market where the buyer and seller get together 
and trade, one selling what he has and the other buying 
what he wishes to buy, called exchanges, but are price 
barometers for the price paid for grain all over the 
country. 

For instance, the Kansas City board of trade practically 
sets the price of the grain for the southwest people, mak- 
ing up at least the greater part of Texas and Kansas, and 
a part of Oklahoma, and some other sections. For that 
reason, we are interested in seeing that the exchanges 
shall properly reflect the supply and demand record and 
the prices justified by the supply and demand and that 
no artificial element shall come in either to increase the 
supply artificially, or to increase the demand artificially. 
For the benefit of both producer and consumer, it is best 
that the actual conditions should be conveyed to the 
public. 

We believe that when the heavy time of movement 
comes of wheat, in July, August, and September, the 
market is taxed to the limit in absorbing all kinds of 
wheat that moves to the markets, and it is a detriment 
to the grower to have a broker or speculator and help sell 
short in a way that will increase the supply out of all 
proportion to the actual supply of grain that is actually 
in existence in the world. 


We believe that such short selling at that time tends 
to lower the prices and tends to nullify the effect of the 
exchange in trying to correctly reflect the supply and 
demand conditions of the actual grain in existence 
throughout the United States and the world, and for that 
reason is disastrous and a detriment at this time to the 
producer, instead of being a guide to them when the crop 
is being marketed. Then when the speculator would be 
interested in getting on the other side, when it might be 
to his advantage to buy the wheat, when it is being mar- 
keted, and then when the price goes up again, to take 
advantage of that situation and profit hereby. The point 
is that they are not justified in causing such a supply and 
demand condition. 

We do not agree that unlimited short selling and unlim- 
ited long buying, if you wish to call it that, is necessarily 
legitimate, and, if legitimate, that it tends to stabilize the 
supply and demand conditions. We believe that there 
should be, at least, very stringent regulations and limita- 
tions at which this short selling and long buyirg, either 
one, might go on. We are not at present in favor of 
entirely abolishing sho:t selling or long buying. 


The market machinery that we now have has been so 
far built up on this principle that we are not in favor of 
abolishing it all at once. I might say it is like a dope 
fiend that has been using dope for such a long time that 
if you take it away from him, immediately he gets sick 
and it might cause him to die. So, our system is built up 
in that way, to use that illustration, and that is exactly 
the condition of the exchanges; they are dope fiends, 
doped on this speculative buying and selling which has 
been carried on so much that it has gotten control, in a 
way, of all the trading and buying that is done. 


For that reason we are not in favor of abolishing them 
entirely, but limiting them, limiting the short selling and 
limiting the long buying, if you please, and give some- 
body who represents the people of the United States, 
both the consumer and the producer, the right to more or 
less regulate the exchanges for the benefit of the public. 


The exchanges are not, as it is sometimes claimed, pri- 
vate enterprises and combinations of private traders, in 
that they serve the whole public and set the price 01 
everybody’s product. Because they do have that public 
importance, they are not private enterprises, but public 
utilities that should be subject to regulation and subject 
to supervision by somebody that represents the public and 
has their interest at heart. 

I have not studied all of the bills before Congress intro- 
duced for the regulation or forbidding future trading or 
short selling. I have studied the bill introduced by Mr. 
Haugen, and for the reason that it does what I said, it 
limits the amount that may be sold short and bought long 
on “y one day and it gives to the Secretary of Agricul- 
ture the right to further limit this trading. Teh favor 
either bill or some bill like that. 

I would really favor the removal of the limitation that 
the Secretary would not be limited to put the amount 
of trading at less than 500,000; I favor the removal of 
that limitation because, if you get someone who would 
be interested in the public of the United States, the pro- 
ducer and the consumer, aad you wish to entirely abolish 
short selling, I think the of ‘ griculture should 
have the right to entirely abolish it. 

‘Some of the testimony given to the effect that the worst 
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an unsuccessful attempt to break through this high point 
in August, 1929, and has since then with a few abortive 
exceptions continued to decline. Stock prices, on the 
other hand, did not reac:: their highest point until Octo- 
ber, 1929, nine months later. Throughout that period 
of nine months other forces than declining security prices 
must have been operating on business. 


You have there a period of 15 months, starting with 
December, 1928, and continuing to March, 1930. During 
that period production, starting from a high point in De- 
cember, 1928, reaches a low point in March, 1930. That 
is a period of 15 months. Throughout that period you 
have rising security prices for 13 of these 15 months; 
in other words, security prices dropped only during Oc- 
tober and November of 1929. 

Now, bearing in mind the premise that the cause must 
precede the effect, if short selling was the cause of the 
business depression, then it must have brought about, 
first, reduction in security prices, and, second, the de- 
cline in business. You will note that it is quite impossible 
for short selling, acting as a destructive force in the mar- 
ket, to disturb business safficiently to pull it down; be- 
cause the intermediate factor, declining security prices, 
was not apparent in that period. 

During the 15-month period from December, 1928, to 
March, 1930, you had a general decline in industrial pro- 
duction, yet October and November, 1929, are the only 
two months in which short selling could apply. During 
the four months, after November, 1929, stock-market 
prices were rising. That was ineffective in bringing about 
a business revival. Business dips very decidedly from 
the end of the year down through March of 1930. 

You have a period there of 15 months, from December, 
1928, to March, 1930, in only two of which you have de- 
clining security prices, and in only two of which, there- 
fore, short selling could be a factor; and yet during this 
entire 15-month period, there is a definite downward 
trend in business. Now, if short selling operates to bring 
business down, it was certainly not operative in this 
period. The decline in industrial production from De- 
cember, 1928, to March, 1930, was 22.8 per cent. The 
net decline in security prices during the same period was 
10.2 per cent. In other words, the evidence indicates 
that the stock market, in so far as it is an institution 
reflecting values, has failect to show an improvement be- 
cause business itself did not contain the necessary ele- 
ments of improvement. 

Allow me to state the simplified syllogism which is to 
support the theory that short selling causes business to 
decline: Short selling throws an artificial supply of se- 
curities on the market. ‘Security prices are depressed, 
thus bringing losses to institutions and individuals all over 
the country. Please note that short selling first of all 
must produce declining security prices. 

Now, you will note that during the third quarter of 
1929 stock prices made a sharp gain and touched their 
postwar peak while earnings fell off. You can not pick 
on short selling as the cause of that decline in earnings, 
because in that third quarter of 1929 stock prices made 


their sharpest gains, whereas earnings had started to fall 
off in that third quarter. 

There is no doubt that during that period the short 
seller had come to the conclusion, since proved mistaken, 
that stock prices had reached their top. He matched his 
judgment against others and lost. 


The rate of decline of earnings and prices thereafter 
is roughly similar with earnings leading the way. At the 
end of the third quarter of 1931 stock prices were 24.7 
per cent below the ievel of 1926 and earnings 61.6 per 
cent below. In other words, earnings had dropped off 
far more from that base period than stock prices—and 
poe in spite of any influence that short selling might have 


How can it be said that the stock exchange in permit- 
ting short selling has encouraged an undue deflation in 
security values? 

The decline in security values is due not to short selling 
but to ‘he extended liquidation of securities by holders 
who fe't previously established foundations of confidence 
disintegrating in a disturbed world. Many citizens in- 
fected in better years by the psychology of extravagance 
are now smitten by its fallacy. Incomes were spent be- 
fore they were received and increases anticipated whick 
failed to materialize. The optimism which expressed it- 
self in new era philosophy was repudiated in favor of 
a dour realism which has brought us to another extreme. 
Excessive productive capacity in the world’s great indus- 
tries, governmental tampering with the natural play of 
economic forces, the accumulation of indigestible stocks 
of raw materials, the maladjustment of production and 
consumption, the reparation issue and the unbalanced 
state of international economy are all items in that great 
account which the world today is trying to settle. To 
say that short sellinga method of expressing a judgment 
on the fundamental factors of business and investment 
approved by the Supreme Cou:t of the United States, 
by the Hughes Committee and more recently by the Stamp 
Commission, ranks with these as a cause of the depres- 
sion or takes precedence over them is to ignore the plain 
truth and court an illusion. 

On the positive side what useful functions does the 
short sale to merit the support of its defenders? Short 
selling is a method whereby a legitimate entrant in the 
market may oppose his judgment of values inst that 
of others. To hold a value for an object which differs 
from that of your neighbors is no offence against com- 
munity morals, welfare or the free and fair functioning 
of the market place. No exchange of any kind can ever 
take place unless two parties meet who have a ditference 
of opinion regarding the value of the objects in trade. 

Take, for illustration, the case of a youngster who 
wants to buy a cone of ice cream. This chap has a 
nickel, which he prizes, but not as highly as the ice-cream 
cone; in his own mind, ice-cream cone is worth more 
than the coin. The vendor of the ice cream, on the other 
hand, has entirely different notions; he would prefer to 
have the coin. two get together and the transaction 
is consummated. Both parties have gained ; each one has 
obtained something of greater value for something of 
‘esser value—that is, in his own judgment—the vendor 
thinks the nickel has more value, and the boy thinks the 
ice cream has more value. Thus the exchange takes é 
And that is the essence of all trade—namely, that both 
parties at the time must have the conviction they are 
Continued om page 399 
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effects on the market are caused by long liquidation may 
be true, but the long liquidation, in my experience, is 
usually preceded and caused by short selling, preceded by 
short selling which brings the market down to where the 
long liquidation, the people who have actually bought 
these contracts, must liquidate. The margins have dis- 
appeared, their margins are narrower or have disap- 
peared, and, in order to protect themselves, and keep 
what little they have, they have to sell out, and that is 
not caused by the long liquidation, but is started by short 
selling, which is the cause of it. That is where it starts; 
by the short seller, and the professional speculator, that 
brings about the long liquidation —E-tracts, see 2, p. 320. 


William R. Perkins 


Attomey at Law, New York City 


A sHorT seller fias been defined by 
those who uphold short selling as a yan who “has become 
convinced that a certain security is selling at too high a 
price. He feels that it is certain to sell at a lower price 
in the future and he wishes to take advantage of this 
situation.” 

Starting with that definition, we find that short selling 
is widely distinguished from all other selling by the fol- 
lowing characteristics which should be clearly appre- 
hended and definitely borne in mind: 

First, the sole motive of a short sale is the hope of a 
profit from an expected decline in the market value of 
the thing sold. Without this hope the sale would not 
occur. 

Second, the sole opportunity to make this desired profit 
comes through a decline in the market value of the thing 
sold. The commitment of the short seller to repurchase 
the thing sold forbids any other scurce of profit and will 
occasion a loss if the market value rises. 

Third, the endeavor, therefore, is to sell at a time and 
in a manner most calculated to secure the desired decline 
in market value. The motive of the sale makes this a 
compelling temptation. Short selling is the best known 
way for creating calamity howlers. 

Fourth, the endeavor is also, therefore, to repurchase 
at a time and in a manner least likely to restore the mar- 
ket value decline and undo tke desired profit. The mo- 
tive of the sale makes this too a compelling temptation. 
The short seller ardently wishes to compress that vaunted 
cushion into the very skimpiest proportions. 

Fifth, the weapon used by the short seller is about the 


best the wit of man could devise to accomplish his pur-- 
pose. It is a secret, artificial inflation of the selling- 
supply to overbalance the buying-demand and bring de- 
clining prices in accordance with the well-known effects 
of the law of supply and demand. 


No other sale has such a motive, requires such an 
opportunity, offers such a temptation, or creates such an 
inflation, whether of a crop to be grown, a product to be 
made, or a house to be erected. In all other sales the 
seller makes his profits in the sale, without any regard 
to repurchase, and wishes his customer all the luck in 
the world with the thing sold. It remains for the short 
seller alone to seek his profit from a loss to the purchaser, 
to require a victim whom he must put in a hole and keep 
there until the desired reward can be obtained. 

These characteristics throw into its true perspective 
the stock exchange thesis that short selling checks a ris- 
ing market and supports a falling one; or, as stated by 
Mr. Theodore Prince, a prominent broker, in a news- 
paper interview he is now circulating: “Short selling adds 
to the number of sellers in a bull market and adds to the 
number of buyers in a bear market”—words which fall 
on the ear with a strang inconsistency when we consider 
the real purpose of a short sale and the sole way in which 
that purpose may be achieved. 


If stock exchanges could be governed by some all-wise 
and uncontrolled being who, without possibility of gain 
or loss to himself, cuuld in total disinterestedness sell 
when he thought a stock too high and repurchase when 
he thought it too low, we would measurably approach 
that idyliic state when the thesis would be a formula for 
good instead of a philosophic platitude. But the charac- 
teristics of short selling unfortunately compel the beiief 
that it is not an altruistic or philanthropic practice but a 
cold, hard business for money making in the way and by 
means I have described. And the amount of commis- 
sions from short selling makes not only the members, but 
even the officials, of an exchange interested in a continu- 
ance of the practice, even if they are not short sellers 
themselves. They are members of firms who profit by 
these commissions and the other perquisites of short sell- 
ing. 

The remarks in 1905 of the now venerable and always 
greatly respected Mr. Justice Holmes are perhaps those 
most frequently quoted in support of the thesis. Speak- 
ing of commodities, he said in the case of Chicago Board 
of Trade v. Christie (i98 U. S. 236, 247-8) : 

“Of course, in a modern market, contracts are not con- 
fined to sales for immediate delivery. People will en- 
deavor to forecast the future, and to make agreements 
according to their prophecy. Speculation of this kind 
by competent men is the self-adjustment of society to the 
probable. Its value is well known as a means of avoiding 
or mitigating catastrophes, equalizing prices, and provid- 
ing for periods of want. It is true that the success of 
the strong induces imitation by the weak, and that incom- 
petent persons bring themselves to ruin by undertaking 
to speculate in their turn. But legislatures and courts 
generally have recognized that the natural evolutions of 
a complex society are to be touched only with a very 
cautious hand, and that such course attempts at a remedy 
for the waste incident to every social function as a simple 
prohibition and laws to stop its being are harmful and 
vain.” 

Subsequently, however, Congress investigated the sell- 
Continued om page 310 
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gaining, because otherwise there is no occasion for them 
to make the exchange. 


A market is a meeting place of many people, all of 
whom have some opinions regarding the value of the ob- 
jects to be traded. It is the difference of opinions which 
gives the market volume and makes trading possible. The 
short seller opposes his judgment against that of the 
group which holds stock, is buying it or intends to buy it. 
In selling a hundred shares of United States Steel to a 
buyer a short seller says in effect, “You are overvaluing 
this stock and undervaluing the dollars offered in pay- 
ment. I think the stock is worth less and the money 
more. I will be a bull on the purchasing power of money 
and youa bear. You will be a bull on the exchange value 
of this stock and I a bear.” 


In other words, it is the matching of judgment against 
the value of a share of stock and of the money. If I sell 
a man a share of stock at $100, I do so because I think 
the $100 will be worth more, as compared with the stock, 
than it is today ; in other words, I am a bull on the money. 
Whereas the other fellow buys it because he thinks that, 
at some time in the future, the stock: will be worth more 
as compared with the money; he is a bull on the stock; 
he is a bear on the money. He thinks that some time 
in the future the dollars which he is paying will be worth 
less than they are at the present time. It is a series of 
judgments applied to these two things that are exchanged 
between the two parties. 

The fact that the short seller does not have title to the 
stocks he sells at the tiv neither denies him the right to 
express this judgment nor does it impair the value of that 
judgment in making a market. The act of selling short 
plays just as important a part in establishing a true con- 
census of value for a share of stock as the sale by the 
owner.—Extracts, see 1, p. 320. 


William S. Dowdell 


Vice-President, N. Y. Cotton Exchange 


Tue cotton exchange does not in any 
way make the price of cotton. It simply registers the 
price as made by buyers and sellers throughout the world. 
It would be impossible, in my opinion, for the exchange 
to depress the price of cotton or enhance its value for 
the reason that the price is determined by the law of sup- 
ply and demand. 

‘The real service rendered by the exchange is to furnish 
facilities for hedging both purchases and sales for farm- 
ers, merchants, and spinners, thereby eliminating the mar- 
ket risk and automatically reducing the cost of distribu- 
tion. An exchange, in order to offer these facilities to 
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the cotton trade, must have a big, broad market with 
ample buying orders at all times to offset selling orders 
and vice versa. Even under the present depressed con- 
ditions, we seldom find a difference on our exchange of 
more than one or two points between the bid and asked 
price. It is probably unnecessary to say that one point 
represents only 5 cents per bale. 

This being the case, both buyer and seller know within 
a few points the price at which contracts can be pur- 
chased or sold. Therefore, a merchant in doing business 
does not have to figure excessive profits because he has 
practically no market risk to contend with. I might say 
here that I do not know of any other line of business that 
is conducted on such a narrow margin of profit as pre- 
vails in the cotton business. 

In our opinion, it is a mistaken idea that short selling 
is the cause of, or aggravates, a declining tendency at any 
time, especially in periods of depression. It is the uni- 
versal testimony of all who have had practical experience 
with trading in futures contract markets that the prin- 
ciple of a free and open market should be maintained, 
and it is well known that the support of investment or 
speculative buying of commodities would be materially 
reduced, if not eliminated entirely, if the privilege of sell- 
ing short were withdrawn, as speculators will rarely buy 
in a one-sided market. It is well known that public par- 
ticipation in future contract markets is preponderantly 
upon the bull side, the ratio of speculative buyers te spec- 
ulative sellers being probably as much as ten to one or 
even more, but if short selling were eliminated the very 
necessary and valuable support of speculative buying 
would be greatly curtailed. 

Customary arguments against short selling imply that 
price declines in commodities dealt in upon future ex- 
changes are greater those in which no such trading 
exists. The facts, hOwever, do not bear out this conten- 
tion, as during the #ecent depression declines in prac- 
tically all other commodities have been as great, or greater 
than in those traded in upon future comodity exchanges. 
Not only is this true, but at all times during a period of 
depression and prolonged declines, future markets have 
enabled the holder of commodities to sell or hedge his 
product to protect himself against a further decline, by 
reason of the fact that there is a free and open market 
available to him every day in the year, whereas in many 
other commodities it has been difficult and at times im- 
possible to sell, except at extreme price concessions. 

One of the principal objections to restriction or pro- 
hibition of short selling is that it would materially in- 
crease the risk and cost of doing business. This would 
inevitably result in a lower price being paid to the farmer 
and a higher price being paid by the consumer owing to 
the wider spread which would be made necessary on 
account of the increased risk. 

The wider variations in price and consequent greater 
market risks which would follow the impairment or re- 
striction oi the functions of future contract markets 
would compel the banks to require larger margins on 
loans on such commodities, thereby curtailing the credit 
so necessary to the handling of our large staple crops. 

Cotton is a world commodity and world prices must 
govern. There are many cotton exchanges scattered 
throughout the South but only three exchanges in this 
country on which trading is done in future contracts, 
namely, New York, New Orleans, and Chicago. There 
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ing of commodities on boards of trade and uncovered 
such a situation that it passed in 1922 the grain futures 
act, in which it declared : 

“That the transactions and prices of grain on such 
boards of trade are susceptible to speculation, manipula- 
tion, and control, and sudden or unreasonable fluctua- 
tions, in the prices thereof frequently occur as a result 
of such speculation, manipulation, or control, which are 
detrimental to the producer or the consumer and the per- 
sons handling grain and products ard by-products thereof 
in interstate commerce, and that such fluctuations in 
prices are an obstruction to and a burden upon interstate 
commerce in grain and the products and by-products 
thereof and render regulation imperative for the protec- 
tion of such commerce and the national public interest 
therein.” 

Still later, this act was attacked in the courts as uncon- 
stitutional. Among the proofs offered were “opinions of 
many professors of political economy in the colleges of 
the country to the effect that trading in futures in the long 
run did not depress prices, but stabilized them.” After 
full inquiry and argument, the act was broadly sustained 
by the Supreme Court of the United States, with the con- 
currence of Mr. Justice Holmes, in an opinion by Chief 
Justice Taft in which he said (Board of Trade v. Olson, 
262 U. S. 1, 37-40) : 

“It is clear from the citations in the statement of the 
case, of evidence before committegs of investigation as 
to manipulations of the futures mafket and their effect, 
that we would be unwarranted in réjecting the finding of 
Congress as unreasonable, and that, in our inquiry as to 
the validity of this legislation, we must accept the view 
that such manipulation does work to the detriment of pro- 
ducers, consumers, shippers, and legitimate dealers in 
interstate commerce in grain, and that it is a real abuse. 


“* * * Manipulations of grain futures for speculative 
profit, though not carried to the extent of a corner or 
complete monopoly, exert a vicious influence and produce 
abnormal and disturbing temporary fluctuations of prices 
that are not responsive to actual supply and demand, and 
discourage not only this justifiable hedging, but disturb 
the normal flow of actual consignments. A futures mar- 
ket lends itself to such manipulation much more readily 
than a cash market.” 


Such an investigation, which undoubtedly should be 
made, will disclose the very same situation in the security 
market and give the very same answer to the similar 
statements about the short selling of securities made by 
the Highes Commission and certain economists, such as 
Professor Boyle of Cornell—and for the very same rea- 
son. Wherever he appears, the short seller is an oppor- 
tunist, dominated by the greed for gain. Even into 1932, 
the bear tactics have continued. . The New York Stock 
Exchange figures showed an increase in the overnight 
short interest in January, 1932, of 758,193 shares, nearly 
all during the latter half of the month, which again car- 
ried market values down, despite its self-imposed restric- 
tions on short selling. 


Under the impulse of measures to stop the forces of 
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destruction, such as the Reconstruction Corporation, 
broader banking laws and an antihoarding campaign, we 
are now seeing a retreat of the bears und a consequent 
spasmodic upturn in values. But whether it will amount 
to anything more than occurred when the moratorium 
was announced is altogether problematical, unless there 
be legislative regulation of short selling. 


The short seller’s motives makes him pick for his sale 
the time he thinks most propitious for a inarket value 
decline. If the stock exchanges wish the public to be- 
lieve that more short selling occurred during the bull 
market which culminated in the fall of 1929, when short 
selling might have checked a rising market, than during 
the subsequent bear market, when the prospect of market 
value deciine made rosy the promise of large profits from 
short selling, let them produce the figures. I make this 
challenge, feeling sure it will prove a comparison most 
odious in their eyes—the occasion for as much explana- 
tion as the suspension of short selling (when Great Brit- 
ain abandoned the gold standard) in order to coerce the 
bears and prevent their taking advantage of that grave 
situation. 


For this reason also the short seller directs his efforts 
at those stocks which he thinks most likely to bring about 
the market decline he desires. Just here is where general 
statements fail to inform properly, such as that the toral 
short interest is only a small percentage of the total shares 
listed or sold or that the average short account is small. 
On the stock markets, as elsewhere, leadership controls. 
Short selling is largely done by bear leaders and market 
values respond to the rise and fall of key stocks known 
as market leaders. I want no artificiality. I believe un- 
sound tendencies will be established “if the law of supply 
and demand is permitted to work freely and naturally.” 
It }s just for that reason that I wish a curb placed on the 
artificial inflation of selling supply by short selling which 
so upsets the free and natural working of the law of 
supply and demand. Those who defend short selling 
themselves make this very distinction when they say that 
liquidation, not short selling, has caused the decline. 
What is that but an attempted differentiation between 
real selling and the artificial short selling which has 
created just the “abnormal and unnatural market”? 


Surely, when our corporate and blue sky laws so hedge 
about an increase of sold stares by the corporation and 
its officials it is not asking too much that some tantamount 
safeguard be thrown around an increase in scld shares 
by short selling. Overproduction in securities has the 
same effect. in the same way and for the same reasons, 
as overproduction in other things. Declining prices are 
the penalty. That penalty has been paid supremely by 
our securities. And the pity of it is that, whereas over- 
production by field and factory is to give employment 
and supply useful articles, in the stock market it is a 
wholly artificial inflation for the express purpose of de- 
stroying values. 

By this I do not claim—no one claims, so far as I 
know—that real liquidation, forced, scared, or ees: 
has not enaniel the bulk of the selling. What I do 
claim is that short selling has been a major producing 
cause of this liquidation. The very purpose of short 
selling is to start such an avalanche of liquidation that 
the repurchase may be made when it occurs without res- 
toration of market value; and short selling accomplishes 
this by skilifully and relentlessly forcing down market 
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are six cotton futures exchanges outside the United 
States. It is obvious that no legislation that might be 
passed here can affect the operations of these foreign 
exchanges. At the present time the bulk of the cotton 
crop of the United States is sold based on quotations of 
the cotton exchanges located in the United States. It 
would certainly be disastrous to the cotton producer to 
be forced to sell his cotton based on quotations of foreign 
exchanges, especially in view of the depreciated condi- 
tion of most foreign currencies. 

It is impossible to conceive of a worse time than the 
present, when prices of everything are depressed to un- 
precentedly low levels, to attempt to restrict or prohibit 
short selling or in other ways interfere with the principle 
of a free and open trading in the future commodity mar- 
kets, because such restriction or prohibition would un- 
questionably cause many speculative or investment buyers 
to refrain from buying, thus delaying the recovery of 
prices and prolonging the depression. 

It is our earnest desire to have our exchange function 
as efficiently as possible and make it of the utmost value 
to the farmers, merchants, and spinners of this country. 
We have always cooperated to the fullest extent with the 
cotton trade at large and with Government agencies in 
handling any problems which have arisen in the cotton 
trade. We have never experienced what has recently 
been called a “bear raid.” Our exchange has been in 
operation for more than 60 years and experience has 
shown that the farmer has suffered no losses or ill effects 
from the practice of short selling in our market but on 
the contrary has benefited from the broad markets main- 
tained by the cotton exchanges of this country.—E-xtracts, 
see 2, p. 320. 


Sydney Anderson 


Vice-President, General Mills, Inc. 


A GRAIN futures exchange is a self- 
governing corporation organized to provide a market 
place in which sales and purchases of contracts to sell 
commodities for future delivery may be bought and sold. 
Purchases and sales on the exchange can be made only 
by members of the exchange, and the financial responsi- 
bility for the carrying out of the contracts rests with the 
members of the exchange and not with the customers 
whom they represent. The financial standing and integ- 
rity of the members of the exchange must at all times 
be satisfactory to the board of directors of the exchange 
so that there is established an assurance of financial and 
commercial integrity of the membership of the exchange, 
not only to each other, but to the customers with whom 
they deal. The exchange itself does not buy or sell; it 
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merely furnishes a market place in which the members, 
of the exchange may trade with each other and for their 
customers. All trades, however, are made upon the re- 
sponsibility of the members of the exchange and not upon 
the responsibility of the customer. 

Second, the exchange is a register of prices, i. e., the 
prices reflected in the exchange represent the opinion and 
necessities of those who buy and seli on the exchange, 
and since these opinions represent actual purchases and 
sales by customers, the price register is a reflection of 
the demand and supply, both actual and potential, at any 
given time for the commodity traded in. 


The opinions expressed in purchases and sales are rep- 
resentative of all classes of buyers and sellers, oa 
farmers, farm organizations, country elevators, termi 
elevators, millers, importers, exporters, and speculators 
the world over. Some members of the special- 
ize in handling orders for particular classes of customers, 
such as country elevators, or millers, or speculators. 
Others handle all classes of trades and customers. 

Unless the exchange provides a free market in which 
the judgment and the necessities of all buyers and sellers 
may be freely expressed, it will not reflect accurately the 
actual and potential supply and demand situation. ere- 
fore, regulations or limitations which have the effect of 
restricting the free expression of opinion of all buyers 
and sellers, whatever their interest may be, tend to de- 
stroy the value of the market as a true reflector of supply 
and demand. Technically and legally the contracts t 
in on a futures exchange are contracts to sell at a future 
time as distinguished from contracts of sale. The con- 
tract consists of the rules of the exchange, including the 
provisions with reference to delivery. When a customer 
buys or sells through a member of the exchange, a con- 
tract to sell a Aral ween of wheat, he buys a contract 
in which the terms ate completely established and can not 
be changed during tfie option period for which the con- 
tract runs. The only terms of the contract which are 
subject to negotiation at the time a trade is made are 
the price and the amount of the commodity bought and 
sold. The buyers and sellers trading on the exchange are 
actual buyers and actual sellers, buying and selling actual 
wheat, not phantom wheat, because the seller may deliver 
and the buyer must accept, and the buyer ma 
and the seller must deliver the actual wheat duit the 
delivery month on the trades still open. 


Approximately 55 per cent of the wheat crop leaves the 
hands of the farmer and reaches the terminal market be- 
fore November Ist of each year, and 70 and 75 per cent 
by the first of January. The actual consuming require- 
ments for domestic consumption are approximately 42,- 
000,000 bushels per month. It is therefore evident that 
more wheat comes on the market in the early part of each 
crop _— than is immediately required for consumption. 
In effect, at least, this excess is bought and carried until 
consumed through future purchases by speculators. 
Moreover, the large body of transactions constantly bei 
made on the exchange provide a market capable of ab- 
sorbing large quantities of wheat without excessive price 
fluctuation and diffuse the risk involved in the owner- 
ship of actual wheat. 

The idea seems to prevail more or less generally that 
buyers and sellers who buy and sell on the futures ex- 
change are not actual buyers and sellers, and that the 
wheat dealt in is fictitious wheat. This is not true. The 
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values until margins are exhausted in banks and with 
brokers and forced selling abounds, which brings lower 
prices that dry up values and cause more selling—the real 
breaks we have witnessed. 


During March, April, and May, 1931, there was pro- 
gressive aggregate decrease of $14,520,780,805 in the 
stocks listed on the New York Stock Exchange alone, 
while the short interest in them was reaching a peak of 
5,589,700 shares on May 25; in June, 1931, these market 
values increas.d $4,883,161,905, whi’: the short interest 
decreased 1,955,439 shares; the short interest then in- 
creased to 4,374,200 shares on August 7, while these mar- 
ket values decreased $2,994,407,135; the short interest 
further increased to 4,480,400 shares on September 11, 
when the market collapsed, so that there occurred a de- 
crease in these market values of $12,259,988,669 in Sep- 
tember, notwithstanding the short interest decreased to 
3,036,928 shares on September 30. 


On May 25, the total short interest was 5,589,700 shares 
and the daily stock price index stood at 106.4; on July 3 
the total short interest had declined to 3,634,261 shares 
and the daily stock price index had risen to 121.2; by 
August 7 the total short interest had risen to 4,374,200 
shares and the daily stock price index had fallen to 108.1; 
by September 11 the total short interest had still further 
increased to 4,480,400 shares and the daily stock price 
index had fallen further to 100.8. Under this the market 
then broke, so that although the short interest had de- 
clined to 2,612,414 shares on Octobfr 5 the daily stock 
price index had declined to 70 on ghat date.—E-xtracts, 
see 1, p. 320. 
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buyers and sellers who buy and sell through members of 
a futures exchange are actual buyers and sellers buying 
and selling contracts for the delivery of actual wheat. 


A free market which accurately reflects actual and 
potential supply and demand must have both buyers and 
sellers and both buyers and sellers must be equally free 
to express their opinions on the trend of the market and 
their actual present and future necessities or desires by 
sales and purchases of futures. If speculative buying is 
necessary to absorb the surplus wheat that comes in the 
market in the early part of the crop year and which is 
represented by hedging sales, speculative short-selling is 
equally necessary to absorb the weight of purchases, when 
the amount of such purchases is in excess of the actual 
cash wheat immediately available to the purchaser, avail- 
able. To put it in other words, speculative buying ab- 
sorbs the surplus of cash wheat, carrying it not only dur- 
ing the option period but from one option period to an- 
other, meanwhile absorbing the price risks for those who 
carry the actual cash wheat. A short seller absorbs the 
future purchases of wheat when cash purchases are in 
excess of the cash wheat immediately available and ab- 
sorbs or diffuses the risk incident to this situation. The 
volume of transactions by speculative buyers and sellers 
creates a liquid market where either heavy hedging sales 
or heavy hedging purchases van be absorbed without tem- 
porary violent fluctuations. To restrict short selling of 
futures is merely to invite manipulation on the long side. 
To restrict both short selling and so-called long buying 
is to so limit and restrict the market and make it so nar- 
row that it is unattractive to hedgers and so that it ceases 
to represent supply and demand. Narrow or restricted 
markets encourage manipulation. They discourage legiti- 
mate speculation.—-E-tracts, see 2, p. 320. 











A Key to the Meaning 
of Stock Market Terms 


(Selected from “The Financial Handbook” and Munn’s 
“Encyclopedia of Banking av Finance.”) 


~ 


Allotment—The share or portion of an issue of securi- 
ties granted or assigned by an investment house or syndi- 
cate to a subscriber. 


Arbitrage—Buying a commodity, whether foreign ex- 
change, stocks, bonds, gold or silver bullion bills of ex- 
change, grain and other conimodities, in one market and 
immediately selling it in another market where the ruling 
price is temporarily higher. 


Asked or Asking Price—The price at which a security 
is formally offered for sale on an exchange. 


Bank Stock—The shares of a bank or trust company. 
Bank stock is of one class—common stock. 


Basis Value—The value of a security corsidered as an 
investment. 


Bear—A term used among operators in markets to 
designate a person who believes that security or commodity 
prices will decline and who accordingly sells on that as- 
sumption. “Bears” are market pessimists as contrasted 
to “Bulls.” See Bull. 


Bear Market — An expression used to describe the 
stock market when prices are following and the influence 
of the “bears” is predominant. 


Bid and Asked Quotations—Prices at which securi- 
ties are wanted and at which they are offered for sale, 
usually published in daily newspapers as an index to the 
prices at which listed securities may be bought and sold. 


Bid Price—The price offered for a security and at 
which it can be sold. 


Blind Pool—A pool or combination of individual 
brokers, speculators or corporations who combine their 
capital in a speculative venture, placing the management 
of the capital in the control of one person for a specified 
time. 


Board Lot—The unit of trade on an exchange. On 
the New York Stock Exchange a board lot is $100 shares 
of stock and $1,000 par value of bonds. 


Boerse (German and Dutch} Bourse (French) Bolsa 
(Spanish)—A name applied throughout continental 
Europe to stock exchanges. 








Bond—An interest bearing certificate of debt. A bond 
differs from a share of stock in that a bond is a contiact 
to pay a certain sum of money with definite statements 
as to amount and maturity of interest payments, etc., 
whereas a stock contains no promise to repay the purchase 
price or any amount whatever. A bond holder is a credi- 
tor; a shareholder is an owner; a bond holder is an in- 
vestor with a claim against the assets and earnings of a 
corporation prior to that of a stock holder. The stock 
or share holder speculates on the success of the enterprise. 


Borrowed Stock—Stock borrowed by brokers in order 
to make deliveries on short sales. 


Broker—An intermediary or middleman who brings 
together buyers and sellers of the same security or com- 
modity and executes their orders, receiving, therefor, a 
commission or brokerage fee. 


Brokerage—A charge made by a broker for executing 
the orders of his customers. 


Brokers’ Loans—-Loans made by banks to brokers on 
stock exchange collateral, and in the aggregate repre- 
senting the amount of money required to carry the floating 
supply of speculative securities. 


Bucket Shop—an illegitimate brokerage house which 
operates in securities, grain and cotton. A bucket shop 
usually operates without actual customers’ orders or with 
a “dummy” account, It is usually without financial re- 
sources and indulgesjin pure gambling. 


Bull—A term applied to a person who believes the price 
of stocks will advance and who buys accordingly, expect- 
ing to sell promptly at a profit. A market optimist. (See 
Bear). 


Call Money—Money loaned by banks, usually to stock 
exchange brokers, repayment of which may be demanded 
at any time i. e. on call. 


Carry—lIn stock market parlance, to carry means to be 
“long” of stock or for a broker to furnish funds to his 
customer to tide him over a difficult period. 


Cats and Dogs—An expression used to denote stocks 
of highly speculative nature, recognized as being worth- 
less as bank collateral and dealt in as a gamble. 


Certificate—(See Stock Certificate). 


Closing Price—The price at which the last sale of 
each item is made daily at the close of an Exchange. 


Collateral— Security given by a borrower to a lender 
as a pledge for payment of a loan. 


Cotton Futures—Future contracts in cotton—an 
agreement by the seller to deliver and the buyer to receive 
a quantity of cotton, usually 100 bales, at a future time, 
at a stated price. 
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Cover—To cover is to buy back stock that has pre- 
viously been sold short. 


Curb—A term applied to a stock market at present, or 
originally, carried on in the open street. Curb markets 
were formally unorganized markets but most of them are 
now organized and their present function is to furnish a 
place for trading in securities not listed upon the large 
stock exchanges because they do not meet the tests of ad- 
mission. Curb markets are secondary markets where new 
securities are bought and sold. The New York Curb Ex- 
change is regarded as a trying out place for securities 
some of which are later listed on the Stock Exchange. 
On the Boston Curb the principal listings are mining 
stocks. 


Floating Supply of Securities—That portion of a cor- 
poration’s listed stock or bonds which is available for trad- 
ing and speculation and is in the hands of brokers and 
speculators as distinguished from investors. 


Free Market—An open market where prices are de- 
termined by free and open competition between many 
buyers and sellers. 


Futures—Contracts in which the seller agrees to de- 
liver commodities, foreign exchange or securities at a 
future date, usually from one to six months ahead. 


Hedge—aA form of insurance used among dealers in 
grain, cotton, foreign exchange and securities, to prevent 
loss through price fluctuations. For example: Suppose 
one owns 100 shares of U. S. Steel Stock purchased at 
100. The price has declined to 95 and the indications 
are it will go lower. By selling 100 shares with the in- 
tention of subsequently buying them pack at a lower price, 
the owner hedges. If the stock drops from 95 to 80 the 
hedger covers at a 15 point profit. { If it goes up to 105 
the hedger can cover his contract by delivering his original 
purchase (at 100) without loss on the transaction. Hedg- 
ing is thus a type of insurance against loss from fluctua- 
ting prices. 


Invisible Supply—The amount of grain, cotton or 
other agricultural products which is in possession of the 
growers and which has not yet reached the primary mar- 
kets. 


Lamb—An inexperienced speculator who plays the 
market blindly, so-called because he “follows the flock,” 
buying or selling because others do so. 


Listed Securities—Securities approved for listing on 
a stock exchange. The financial standing and record of 
the corporation whose securities are offered; publication 
of the corporation’s balance sheets and a large issue of 
securities, widely held and traded in, are the usual require- 
ments for listing. 


Long and Short—One is “long” on a security when 
he owns more than he had contracts to deliver; i. e., the 
opposite of short. 


Margin—A large portion of listed stocks known as 
“the floating supply” are not owned outright but are held 
by speculators on margin, the speculator furnishing only 
a part of the money necessary to purchase the stock, the 








rest of the money being furnished by the broker who bor- 
rows the necessary funds from the banks. Buying on 
margin enables the speculator to increase his possibilities 
of gain. 

If a speculator with $10,000 cash desires to purchase 
a stock selling at $100 a share he could buy outright only 
100 shares. If these shares rose 5 points, his profit would 
be $5.00. 

On a 10 per cent or 10 point margin, however, he could 
buy 1,000 shares. His $10,000 would buy 1,000 shares, 
since he would put up 10 per cent of the cost of the shares 
and the broker would put up the other 90 per cent or 
$9,000. Therefore, if the stock rose 5 points the specula- 
tor could sell out at a 5 per cent profit, which would net 
him $5,000. 

On the other hand, if ne purchased outright and the 
stock went down below 90 he would still have his stock, 
whereas, if he bought on a 10 point margin and it went 
down below 90 his margin would be wiped out and his 
entire $1,000 would be lost unless he were able to put up 
more money with his broker to cover the decline. Ten 
to twenty per cent is the usual market upon which stock 
and bond transactions are based. 


Market-—Although a market is usually thought of as a 
jocality it is, in reality, the general circumstances under 
which buyers and sellers communicate and agree upon the 
prices of commodities traded in. Markets may be formal 
and organized or informal. Heavy trading in certain 
commodities has led to the organization of formal markets 
such as stock markets, grain markets, cotton markets, etc. 
The New York Stock Exchange is the biggest and most 
noted market in the United States, since it is situated in 
the biggest financial center and stocks and bonds are more 
widely dealt in than any other commodity. 


New York Stock Exchange—A voluntary, unincor- 
porated association without capital, founded May 17, 1817 
when, for the first time the original street brokers, who 
used to gather first in front of 60 Wall Street and later 
at the Tontire Coffee House at Wall and Water streets, 
created a formal organization and obtained indoor quar- 
ters in the Mechanics Exchange on Wall Street. After 
several moves, quarters were obtained on Broad Street in 
1865. These quarters were expanded into its present 
block square quarters, rebuilt in 1903 into its present 10- 
story building. 

Membership in the Exchange is limited to 1100, al- 
though in 1929 the Exchange approved the sale of 275 
new “seats” or memberships each represeating a quarter 
of a “stock dividend.” When a member wishes to retire 
or resign from the Exchange he sells his seat. The an- 
nual dues are $100 for each member. The highest price 
paid for a stock exchange seat up to 1900 was $47,500. 
The all time high point was reached in 1928 when a seat 
sold for $580,000. 


Odd Lot—A smaller unit of trade on the stock market 
than the standard unit, which, on the New York Stock 
Exchange is 100 shares. Any transaction involving from 
1 to 99 shares is thus an odd lot. 


Open Market—See Free Market. 


Par Value—The par value of a share of stock is the 
face value of the stock. 
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Pool—A combination of persons, brokers, professional 
traders and other interests, who organize for the purpose 
of expioiting a certain stock or stocks, with a definite 
prearranged agreement to divide the loss or gain and 
which gives the manager of the pool sole power to con- 
duct its operations. 


Puts and Calls—A “Put” is a negotiable contract giv- 
ing the holder the privilege to deliver or seil to the maker 
a specified number of shares of stock at a fixed price 
agreed upon. An operator purchases a “put” option when 
he expects the price of a certain stock to decline. A 
“Call” is the opposite of a “Put,” that is, an agreement 
that the holder of a “Call” option may call on the giver 
to buy stock at the price and ;vithin the time fixed in the 
“Call” option. 


Pyramiding—The use of paper profits as a basis for 
additional margin, thus permitting further purchases. 


Rigging—“Rigging the market” is an expression used 
to indicate the manipulation of security prices by profes- 
sional operators to their advantage. 


Room Trader—aA stock exchange member who trades 
solely for his own account and who does not represent 
customers. 


Scalper—A speculator who sells at every opportunity 
of making a fractional profit. 


Seat—A membership in an exchange. The term is a 
survival of the days when each broker was assigned a 
seat in the board room of an exchange. Although no seats 
are provided under present conditions a membership in an 
exchange is always referred to as a “Seat.” 


Short Selling—“Short sale” is the term used in stock 
exchange transactions to designate a sale of securities 
which are not possessed or owned by the seller. In a 
short sale the seller borrows the security to effect delivery. 
He will return the stock when he has covered, that is, 
bought it in. His motive in selling short is to make a 
profit from a decline in tk> price of the stock during the 
interval between his short sa'2 and his covering operation. 


A short seller is in virtually the same position as the 
farmer who sells his crop before it is planted or harvested, 
or publishers of newsnerers or magazines who accept 
subscriptions for the ruture daily, weekly, or monthly 


delivery of their periodicals. In such cases the sellers 
sell what they do not possess but which they feel confident 
they can obtain and deliver when the delivery dates arrive. 
A person wishing to sell a stock short deposits, say, $1,000 
with his broker and instructs him to sell 100 shares of that 
stock. The broker sells the securities on the floor of the 
Exchange. Under the rules of the Exchange delivery 
must be made the next day, but as neither the broker nor 
the speculator owns the stock sold, it is necessary to bor- 
row the stock in order to make delivery. This is usually 
done through the “loan crowd.” Stocks are loaned on 
payment of the market price which is to be returned with 
the agreed interest, if any, on the return of the securities. 
This borrowed stock is used by the broker to make the 
delivery on his sale. 


Spot Sale—A spot sale is a sale in which cash is paid 
for immediate delivery as distinguished from a future 
sale. 


Stock—Used in America as synonymous with share. 


Stock Exchange—See Exchange. 


Stop Order—An order given to a broker to sell at a 
certain figure to protect the customer’s profit in case of an 
advance or to limit a loss in case of a decline. 


Wall Street—A popular designation for the financial 
district in New York, including Wall Street itself, the 
Stock Exchange, Curb Market, the New York Clearing 
House, large banks and other financial institutions located 
in the vicinity. The main financial center of America. 


Watered Sich Ne general term applied to stock the 
declared par value of which is in excess of the value of 
the assets back of that stock. The term originated with 
the early cattle dealers of New York State who drove 
their cattle to the big market in New York City. They 
would halt their droves at the edge of town at night and 
feed them a liberal supply of salt. Early in the morning 
the cattle would be driven to a stream and allowed to 
drink all the water their salt-created thirst demanded. 
They would then be driven straight to the market scales 
where the water they had drunk would increase their 
weight several pounds per animal, thus adding to the sale 
price. 
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The Seventy -second 


Congress Convenes in 


Final Session 


Ox the eve of the assembling of the 
Second, or “Short,” Sessioa of the Seventy-second Con- 
gress several major problems loom up for early consid- 
eration. They are: 


The foreign debts, Congressional action on which is 
necessary before December 15, when the installments on 
the debts are due, since that date marks the end of the 
one-year Moratorium granted at the request of President 
Hoover in December, 1931; 


The raising of revenues to meet the Treasury deficit, 
which Congress alone can do and legislation for which 
must originate in the House ; 

The framing of the appropriation bills te defray the 
expenses of the Government in such a manner that, to- 
gether with the revenue raising legislation, the budget 
may be balanced, which involves the reduction of Gov- 
ernment expenses ; 

Action on the whiskey, wine and beer problem, which 
involves consideration of a resolution for the repeal of 
the Eighteenth Amendment to the Constitution, a bill for 
the repeal of the Volstead Act for the enforcement of 
the provisions of the Eighteenth Afnendment and a bill 
permitting the manufacture of beer 

Veterans’ legislation, which Seidiees consideration of 
a cash bonus bill on the one hand and on the other hand 
bills for the repeal of some of the existing laws for bene- 
fits to veterans ; 

Legislation to enable the United States to adhere to 
the Court of International Justice or ‘““World Court” ; 

Legislation granting freedom to th: Philippines; 

Farm relief legislation. 


As the Dicest goes to press it seems probable that the 
first business of the House will be the consideration of 
a resolution for the repeal of the Eighteenth Amend- 
ment. John N. Garner, Speaker of the House.and Vice- 
President-elect, has announced a plan tc suspend the 
rules on the opening day of the session and call for a 
vote for the repeal of the Eighteenth Amendment. 

Prior to this announcement by Mr. Garner it had been 
thought that a bill to legalize the sale of beer would be 
the first of the anti-prohibition measures to reach the 
floor of the House, but the proponents of beer legislation 
have discovered that this legislation must be carefully 
drawn and for this reason the House Committee on the 
Judiciary will begin hearings on all pending beer bills 
on December 7. 

The Beer Problem will be the special feature of the 
January, 1933, number of the Dicest. 

That there will be a warm fight over the Garner plan 
for immediate action on the repeal of the Eighteenth 
Amendment became apparent within twenty-four hours 
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after Mr. Garner made his announcement on Novem- 
ber 28. 

In the first place, the Garner plan, following the plat- 
form of the Democratic party, is for outright repeal, 
without equivocation. If approved by Congress and 
three-fourths of the States, its effect will be to remove 
all existing Federal restrictions on the liquor traffic. This 
would be acceptable only to that element among the op- 
ponents of prohibition who want to return to the status 
that which existed before the adoption of the Eighteenth 
Amendment. 


But this element, at least so far as it is represented in 
Congress, does not by any means include all the “wets,” 
many of whom are against the return of the saloon but 
are willing to let each state decide for itself, according 
the dry states the same rights as they demand for the wet 
states. This is the view held by many Republicans in 
both the House and Senate who are willing to iet each 
state that wants to have liquor sold within its borders 
have that privilege, provided the liquor is not sold in open 
saloons and provided the Federal Government will help 
protect from the liquor traffic dry states which are con- 
tiguous to wet states. 

Other wets in Congress take the position that the for- 
eign debt problem and taxation are far more in need of 
immediate attention than the liquor question and that 
they should come first. The reply to this by supporters 
of Mr. Garner is that the sooner the repeal resolution is 
acted on, the better able the House will be to proceed 
with its other business. 

Until Congress meets, the outcome will remain in 
doubt. 

No matter what happens to anv other plans, the foreign 
debt situation must be tackled by Congress and acted 
upon by both branches of Congress by December 15. 

The meeting between President Hoover and Governor 
Roosevelt at which many had hoped an all-American 
policy for handling this problem would be worked out 
did not produce that result. 

President Hoover wants Congress to revive the Inter- 
Allied Debt Commission to negotiate with the Allies for 
a readjustment of the debts. Governor Roosevelt does 
not agree with that plan. He wants to deal with each 
nation separately through the Department of State and 
declined to go into an agreement with President Hoover 
on the ground that it was the duty of the present Admin- 
istration, which had caused the one-year Moratorium to 
be granted, to see the matter through. 

While President Hoover favors further negotiation 
and Governor Roosevelt is considered nct really averse 
to it, the hands of both are more or less tied because as 
soon as the intinations came from Europe after Election 
Day that postponement might be asked, ading members 
of the Senate and the House of both parties promptly 
issued statements against cancellation, siecle and post- 
ponement in such vehement terms that it was apparent 
to both Mr. Hoover and Mr. Roosevelt that, so far as 
this Congress is concerned, the doors were closed to any 
temporizing. 














At any rate, the problem is squarely in the lap of Con- 


gress. It is expected that the President will make his 


recommendations in a message -probably in his annual 
message—and then leave the whole matter to Congress. 


From the hour Congress convenes members of both 
houses will have before them the problem of raising rev- 
enues to keep the Government going and to make up the 
deficit. To do this they will have to cut down appropria- 
tions and enact legislation for additional taxation. Advo- 
cates of a beer bill maintain that all the necessary taxes 
can be raised on the sale of beer. Others maintain that 
nothing will do the work but a sales tax. Until the 
House Committee on Ways and Means meets and frames 
a bill, that question will remain in abeyance. 

It is undoubtedly one of the most troublesome prob- 
lems that the Democratic leaders in the House will have 
to face and that it will be disposed of without heated con- 
troversy seems impossible in view of the great fight over 
taxation that marked the last session. 


It has been an axiom among experienced leaders in the 
House and Senate for years that the main point at issue 
in any short session of Congress is the prompt dis- 
position of the annual appropriation bills 

In ordinary times this is not a difficult matter because 
the appropriation committees of both houses are geared 
to a high degree of efficiency and as a rule work rap- 
idly and smoothly. But in times where there is such 
pressure for economy it means that many appropriations 
have to be cut down and that is no easy task. 

President Hoover has announced that the Budget Bu- 
reau will recommend drastic cuts and the Democratic 
members of the House Committee on Appropriations 
have announced that they will make a special point of 
reducing Governmental expenditures. 


Unquestionably veterans’ legislation will be one of the 
highly controversial topics. The advocates of the bonus 
will renew their efforts, but will be met by a powerful 
and concerted effort, not only against the bonus but 
against practically the whole fabric of veterans’ aid as 
now provided. That there will be worked out a plan 
for the entire reorganization of the Veterans’ Administra- 
tion seems likely, but whether that will come in the short 
session or will be held over untii after March 4, when 
the Democrats will be in control of the White House and 
woth branches of Congress, has not been decided by the 
garty leaders. 

The resolution for American adherence to the Court 
of International Justice, or World Court, is due to be 
reported by the Senate Committee on Foreign Relations 
and acted upon by the Senate at this session. 

In addition to this is the resolution introduced in the 
House by the late Representative Linthicum of Maryland 








and reported in June by the House Committee on For- 
eign Affairs to defray the ex of the American 
member of the World Court. This resolution is a sort 
of back-door entrance into the Court, but in as much as 
it deals with an appropriation for expenses the House 
can act upon it. A treaty for actual participation on the 
part of the United States may be considered by the Sen- 
ate only. 


Much speculation is being indulged in as to the prob- 
able effect on the World Court adherence controversy of 
the coming row over the European debts. It is being 
asked that if Congress demands immediate payment of 
the debts and the European nations refuse, will that bring 
about an international situation which will lessen World 
Court support in Congress? 


Opponents of the movement to have America join the 
World Ccurt say that if the European nations refuse to 
pay their debts and America joins the Wold Court, they 
will bring the debt question before that Court and get a 
decision against America, thereby ending the controversy 
in their favor. 


The question of Philippine Independence will come up 
in the Senate on December 8, when the bill as passed 
by the House and reported from the Senate Committee 
on Insular Affairs will be given consideration. 


There will be a hard fight over this measure and the 
indications are that it will not be settled promptly. 

Farm relief legislation will be brought to the fore as 
promptly as possible by the Democratic leaders, but the 
nature of this legislation has not been decided upon. 


The entire Democratic party is wor'cing hard to avoid 
an extra session following the inauguration of Governor 
Roosevelt as President. If they can get rid of prohibi- 
tion, taxation and farm relief at the short session they 
feel that they will hAve done all that is necessary for the 
present to redeem their campaign pledges. 

An extra session is a fine thing for Senators and Rep- 
resentatives, but it is veritable political poison to a new 
President, particularly if it has to do with the tariff. 

The tariff was much discussed during the Presidential 
campaign and much was said of plans to apply the tariff 
more advantageously to agricultural needs. But Demo- 
cratic Senators and Representatives recall what happened 
to the Smoot-Hawley tariff bill. President Hoover called 
an extra session in 1929 to deal with farm tariffs. Before 
Congress got through with the tariff bill other items were 
included and it became a general tariff revision bill. 

The Democrats know that if they open up a tariff fight 
soon after Mr. Roosevelt is inaugurated they will be 
courting trouble. Hence, their efforts to clean up the 
agricultural situation at the short session. 
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The Students’ Laboratory 


Ww 


The Students’ Question Box 


Solutions of Problems Involving the 
Practical Application of the Theory 


of the American Government 


Articles on the Operation of the 


Federal Government 


Reply to Queries ' 


Received Recently 


Q. Who is the author of the “Home Loan Bank Bill” ? 
—J. M. T. 


A. The Home Loan Bank Bill was initiated by the 
Howver Administration as part of its general financial 
reconstruction program. Several bills of more or less 
similar nature were pending in both houses of Congress 
before the Adminisiration bill was worked out, but the 
measure as finally passed was that which was urged by 
President Hoover. 


Q. Was Senator James E. Watson ever opposed to 
this bill? If not, was he a co-author of the bill? Who 
introduced this bill in Congress last summer ?—J. M. T. 


A. The Eome Loan Bank Bill was introduced in the 
House by Representative Robert Luce of Massachusetts, 
Republican, and in the Senate by Senator James E. Wat- 
son, of Indiana, Republican. 

In the House the bill was considered by the Commit- 
tee on Banking and Currency and rewritten in that com- 
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mittee and reintroduced in the House by Representative 
Michael Reilly, of Wisconsin, Democrat, and it was as 
the Reilly bill that :t passed the House. 

Simultaneously with its original introduction in the 
House by Representative Luce, an identical bill was in- 
troduced in the Senate by Senator Watson. This was 
referred to the Senate Committee on Banking and Cur- 
rency. 

The House Committee finally reported the Reiily bi!! 
May 25, 1932; passed the House June 15. Reported to 
the Senate by the Committee on Banking and Currency 
with a 20; Passed the Senate, amended, 
July 12; Sent to Conference July 13; Conference report 
agreed to by both Houses July 16. Signed by the Presi- 
dent July 22, 1932. Known as Public Law No. 304. 


Q. When does a newly inaugurated President name 
the members of his Cabinet ?—R. M. 


A. The President may choose the members of his Cabi- 
net at any time after his election he desires. 

Frequently Presidents-elect have announced their selec- 
tions individually from time to time between the date of 
their election and the date of their inauguration. 

President Hoover did not announce his Cabinet selec- 
tions until the day he was inaugurated. 


It is the invariable custom that all the Cabinet mem- 
bers are chosen by the date of inauguration. 


At the request of the new President the Senate always 
meets in extra session immediately after the inaugura- 
tion to confirm the Cabinet appointments and any other 
important appointments the new President may care to 
submit to it. Usually this extra session iasts only a few 
days, sometimes only one day, but it is necessary in order 
that the new President may have his Cabinet properly 
installed in office to assist him in taking hold of his duties. 


_ Q. What part does an outgoing President play in the 
inauguration of an incoming President ?—R. E. P. 


A. On the morning of March 4 the incoming Presi- 
dent goes to the White House, where he is received by 
the outgoing President. 


At 11.30 they are driven together to the Senate wing 
of the Capitol to be taken to the Senate Chamber, where 
the new President takes the oath of office at noon. 

After the inaugural ceremony the outgoing President 


takes leave of the incoming President, who is then driven 
back to the White House. 


It was long a custom for the outgoing President to 
leave Washington immediately after the inaugural cere- 
monies, but this precedent was broken by Woodrow Wil- 
son, who continued to live in Washington after the inaug- 
uration of President Harding. 











The Class in Civics May 
Considers a “Short” 
Selling Bill 


lr the class in civics desires to con- 
sider legislation for the regulation or prohibition of short 
selling of securities or commodities on stock or com- 
modity exchanges it may use this number of the Con- 
GRESSIONAL Dicest for that purpose. 

As the question actually stands before Congress, Sen- 
ate and House Committees are conducting investigations 
of the question as regards stock exchanges and the Con:- 
mittee on Agriculture of the House has reported a bill 
for the regulation of short selling on the grain and cotton 
exchanges (see page 292). 

Some of the bills introduced are highly technical in 
character and cover a wide field for general regulation 
of the sale of securities. For the purposes of class study, 
however, there is a bill actually pending before the House 
Committee on the Judiciary, the provisions of which are 
simple and direct, and which is admirable for the use of 
students of civics. This bill, introduced by Representa- 
tive Adolph J. Sabath, Democrat, of Illinois, is given in 
full below. 

The first step to be taken after the class is organized 
as the House of Representatives, it will be recalled by 
those who have read the September and October num- 
bers of the Dicest, is the introduction of the bill. 

Here is the text of the Sabath Anti-Short Selling bill 
verbatim : 


[H. R. 4539, Seventy-second Congress, first session] 
A BILL to,prohibit short sales of stock 


Be it enacted by the Senate and House of Representa- 
tives of the United States uf America in Congress assem- 
bled, That no broker shall enter into any agreement on his 
own account, or on behalf of any other person, for the 
transfer of stock on any stock exchange unless such 
agreement involves a bona fide transfer of stock, the title 
to which, at the time the agreement to transfer is made, 
is in the person on whose behalf or for whose account 
the stock is to be transferred. Any broker violating this 
section shall, upon conviction thereof, be fined not more 
than $5,000 or imprisoned not more than one year, or 
both. 

Sec. 2. For the purposes of this act the term— 

(a) “Broker” means any person authorized under its 
rules to transfer stock at a stock exchange ; 

(b) “Stock” means shares or certificates of stock, or 
of profits, or of interest in profits, or accumulations in 
any corporation, or to rights to subscribe for or to receive 
such shares or certificates, or any paper, memorandum, 
or other evidence of ownership of any of the foregoing; 
and 

(c) “Person” includes a corporation, partnership, or 
association, as well as an individual. 
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It will be observed that the bill has two sections. Sec- 
tion 1 is not numbered, but it begins “Be it enacted.” 
This section contains the provisions of the bill. Section 
2 includes the definitions of terms used in Section 1. This 
se that no question may be raised as to the object 
of the bill. 


For classroom purposes Section 2 may be omitted, 
as the kernel of the bill is in Section 1. 


As soon as the bill is introduced (a typewritten copy 
may be made for this purpose) it is referred to committee 
and the committee announces a date and an hour for 
hearings. 

The student who introduces the bill may either be the 
first one of the proponents to appear before the com- 
mittee and urge favorable consideration of his or her bill, 
or may wait and open the debate after the bill is reported 
to the House. Arguments may be found in the Pro and 
Con section and hints for arguments may be found in 
the Chronology. 

The witnesses appearing before the committee, and 
those who debate the bill on the floor of the House should 
read carefully the opposing side in the Pro and Con 
section in order to meet their opponents’ arguments. 

With the knowledge of how many hours during a 
period of four weeks they have allotted to them for class 
work in civics, the students can properly apportion their 
time. Assuming they have two hours each week or a 
total of eight hours ‘for the four weeks, they can devote 
the first hour and a Ralf of the first day to a committee 
hearing of the propénents. The last half hour of the 
first day and the first hour and a half of the second day 
should be given to the opponents, with the last half hour 
of the second day given to the proponents for rebuttal 
of the arguments of the opponents. The committee can 
then vote to report the bill. ‘ 

The third day should be given to full debate with four 
speakers on each side, each having fifteen minutes. The 
fourth day should be given to debate under the five-min- 
ute rule, each speaker being limited to five minutes. 
Taking off 10 minutes at the beginning for the House to 
come to order and 10 minutes at the end of debate for 
a final vote, this leaves two hours, less 20 minutes or 100 
minutes for actual debate. This allows for 20 five-minute 
speeches, or 10 on each side. Thus, with committee hear- 
ings and debates on the floor of the House practically 
every member of the class will be able to participate. 

It so happens that the question of prohibiting or con- 
trolling short selling by legislation is not a political party 
question in Congress, but the class can make it one by 
ordering either the “Democrats” or the “Republicans” to 
become the proponents or opponents as it sees fit. 

In fact, it might be well in this particular instance, for 
the Democrats to sponsor this legislation, since the sam- 
ple bili given is an actual bill introduced in the House by 
Representative Sabath, an actual Democrat and being 
now under consideration by the actual Committee on the 
Judiciary of the House of Representatives, the majority 
control of which is in the hands of the Democratic party. 








How Uncle Sam's Laws 


Are Made 


Series by Norborne T. N. Robinson 


Tes following article is the seventh of a 
series of consecutive articles in which all phases of House and 
Senate procedure will be described. The articles are being pre- 
pared with the aid of the leading parliamentary authorities at the 
Capital, including members of both the Senate asd the House and 
officers of chose two bodies. 


Tue Constitution of the United States 
provides (Article 1, Sec. 5, Par. 2) that “Each House 
may determine the Rules of its Proceedings——” 

Under this authority the House or the Senate may 
change its rules at any time. A rule made today may 
be changed tomorrow. Consequently, the power of each 
House cannot be impaired nor controlled by the rules 
of a preceding House. 


Likewise a House may suspend its rules at any time, 
provision being made for this under a rule of the House 
that has been built up gradually on an old rule of 1794 
which provided that ro rule should be rescinded without 
one day’s notice. 

The present rule covering the suspension of rules is 
House Ruie XXVII, which reads: 


“1. No rule shall be suspended xcept by a vote of 
two-thirds of the Members voting, & quorum being pres- 
ent; nor shall the Speaker entertain a motion to suspend 
the rules except on the first and third Mondays of each 
month, preference being given on the first Monday to 
individuals and on the third Monday to committees, and 
during the last six days of the session. 


“2. All motions to suspend the rules shall, before being 
submitted to the House, be seconded by a majority by 
tellers, if demanded. 


“3. When a motion to suspend the rules has been sec- 
onded, it shall be in order, before the final vote is taken 
thereon, to debate the proposition to be voted upon for 
forty minutes, one-half of such time to be given to debate 
in favor of, and one-half to debate in opposition to, such 
proposition ;——” 

Section 4 of the rule has to do with various technicali- 
ties of procedure. 


This rule for the suspension of the House rules is of 
particular interest at this time because Speaker Garner 
has announced that he will invoke it in order to obtain 


an immediate vote on a resolution for repeal of the 
Eighteenth Amendment. 


If Speaker Garner’s plan is accepted, the House Com- 
mittee on the Judiciary, as soon as the House has come 
to order on Monday, December 5, which is the first Mon- 
day of the month, will report a repeal resolution. 


Whoever has been chosen to handle the resolution on 
the floor of the House will arise and ask for recognition. 
The Speaker will recognize him and he will move to sus- 
pend the rules and vote on the resolution. 


The Speaker will ask for a second to the motion. All 
in favor of the motion will respond with a chorus of 
secondings. If the opponents of the resolution so desire, 
and it is probable that they will, one of them will demand 
tellers. Tellers wiil be appointed by the Speaker, and 
the Members in favor of the motion will file down the 
center aisle and be counted, after which those opposed 
will do likewise. If a majority is counted in favor of 
suspending the rules, the House will proceed to the pas- 
sage of the resolution. 


The next step will be the debate. This, under the 
standing rule, is limited to twenty minutes a side. 


After the debate comes the vote oa the resolution to 
suspend the rules. This requires a two-thirds majority. 
If the two-third majority is not forthcoming, the motion 
is defeated and that is the end of it. 


If the motion is carried, however, there must be a 
second vote, this time on the passage of the resolution, 
the first vote having been taken merely for the purpose 
of determining whether or not the rules shall be sus-: 
pended. 


Since the Garner resolution, if brought to the test, is 
a resolution for the submission to the States of a reso- 
lution to amend the Constitution of the United States, 
it must be passed by a two-thirds vote of both Houses. 
If it were an ordinary bill or resolution requiring simply 
a majority for its passage, the two-thirds vote to suspend 
the rules would settle the question except for the mere 
form of casting the final majority vote, since, if its pro- 
ponents could muster a two-thirds vote to suspend the 
rules, they would have the votes to pass the bill with a 
majority. 

But it is possible in the case of a resolution for the 
amendment of the Constitution, that two-thirds might be 
willing to suspend the rules for the purpose of settling 
the matter, but that more than one-third would then turn 
and vote against a motion to pass the resolution. 

Consequently, the vote on the Garner resolution will 
be watched with the greatest interest. 

The Garner plan is in the interests of prompt disposi- 
tion of the repeal problem. If it is not carried out, the 
resolution for repeal will take its natural course through 
the legislative mill. The House Committee on the Judi- 
ciary will report a resolution, the Rules Committee will, 
in all provability, grant a special rule, it will be called up 
on a day set for that purpose, be debated on at some 
length and then voted on. This alternative plan could be 
put through in a few days if a majority of the wets prefer 
it. 





e This Month's Sources & 
1—Hearings House Committee on the Judiciary February 15 to March 5, 1932. 
2—Hearings House Committee on Agriculture January 18 to February 29, 1932. 
3—Hearings Senate Committee on Banking and Currency April 11 to June 23, 1932. 
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Watch the 


Incoming Congress 


A Monthly Review of Impor- 
tant Congressional Action 
Will Be Found in 
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f All important National Prob- 
lems Will Be Analyzed and 
Discussed Pro and Con in 
Coming Numbers 
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